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FROM  THE  EDITOR 


In  his  article  "Indmtrial  Development  in  Indonesia" SUHARTONO  described 
the  considerable  progress  in  manufacturing  sector  in  qualitative  as  well  as  quan- 
titative terms.  Increases  in  the  volumes  of  production  could  be  observed  not  only  in 
the  area  of  essential  consumer  goods;  but  also  in  the  product  that  are  needed  by  other 
production  sectors  as  well  as  for  the  further  development  of  the  industrial  sector. 

In  the  "Basic  Energy  Budgets  of  Rural  Households  in  Indonesia"  Hadi 
SOESASTRO  mote  on  the  major  policy  issue  regarding  the  options  which  are  and 
can  be  made  available  to  satisfying  the  energy  needs  of  the  rural  population,  espe- 
cially the  rural  poor. 

Jusuf  WANANDI  wrote  on  the  "Dimensions  of  Southeast  Asian  Security".  To 
understand  the  problem  of  Southeast  Asian  security  one  has  to  look  at  both  their  in- 
ternal and  external  dimension  and  the  interconnections  among  them.  His  hypothesis 
is  that  the  interconnection  becomes  stronger  with  the  deterioration  in  the  resilience  of 
the  countries  in  Southeast  Asia,  individually  and  collectively.  In  another  word,  the 
greater  the  threats  to  security  which  originate  ivithin  the  country  the  greater  would  be 
the  external  threats  faced  by  the  country. 

f.  PANGLAYKIM  in  his  article  "MNC  and  the  New  International  Environ- 
ment and  ASEAN"  discusses  how  the  MNC  can  help  to  re-formulate  the  inter- 
national business  pattern  in  line  with  the  changes  of  international  power  structures, 
and,  in  turn  the  charting  international  business  pattern  will  also  determine  the 
future  of  MNC. 

Arbitration  is  the  settlement  of  dispute  by  a  Judge  or  judges  chosen  or  designated 
by  the  parties  themselves  who  are  involved  in  the  dispute.  SUBEKTI  in  his  article 
"Arbitration  in  Indonesia"  describes  the  function  of  the  National  Board  of  Arbitra- 
tion which  came  into  being  on  3rd  December  1977  at  the  initiative  of  the  Indo- 
nesian Chamber  of  Commerce  and  Industry. 

PRANARKA  in  his  article  "Some  Backgrounds  for  the  Formulation  of  a 
Cultural  Policy  of  the  Asian  Nation"  wrote  on  how  the  understanding  and  formula- 
tion of  a  nation's  cultural  policy  in  relation  to  the  strengthening  of  its  cultural  identi- 
ty should  be  analyzed  in  the  context  of  strategy. 


INDUSTRIAL  DEVELOPMENT  IN 
INDONESIA* 


R.B.  SUHARTONO 


INTRODUCTION 

During  the  past  decade  or  so  the  manufacturing  sector  in  Indonesia 
has  experienced  rapid  growth:  between  1968  —  1978  its  compound 
average  annual  growth  rate  was  around  12  per  cent,  about  the  same  rate 
as  the  mining  sector.  Throughout  the  same  period  the  corresponding 
growth  rate  for  GDP  was  about  8  per  cent  per  annum. 

The  pattern  of  growth  brought  about  discernible  structural  changes; 
due  to  the  sharp  and  divergent  price  movements  in  1974  —  1978,  however, 
the  exact  nature  of  the  change  will  depend  greatly  on  the  base  period  be- 
ing chosen.  Based  on  current  prices,  the  share  of  manufacturing  in  GDP 
increased  from  about  8  per  cent  in  1968  to  slightly  over  10  per  cent  in 
1978,  and  of  mining  from  4  to  about  18  per  cent.  On  the  other  hand,  as 
measured  at  constant  1973  prices,  the  contribution  of  the  manufacturing 
and  the  mining  sectors  each  increased  from  about  9  per  cent  in  1968  to 
around  12  per  cent  in  1978. 

Considerable  progress  in  the  manufacturing  sector  is  not  only  evident 
in  quantitative  terms,  but  qualitatively  as  well.  Increases  in  the  volumes  of 
production  could  be  observed  not  only  in  the  area  of  essential  consumer 
goods,  but  also  in  the  products  that  are  needed  by  other  production  sec- 
tors as  well  as  for  the  further  development  of  the  industrial  sector. 

Because  of  the  very  small  base,  the  compound  average  annual  growth 
rates  during  1968  -  1978  were  relatively  high:  for  textiles  and  yarn  in  the 
range  of  13-15  per  cent;  and  for  certain  metals,  machinery  and  chemicals 
between  10  and  60  per  cent.  There  emerged  new  lines  of  production 
which  had  not  been  previously  in  existence,  such  as  texturized  yarn,  com- 
ponents, agricultural  machineries,  glass  sheets,  fertilizer,  diesel  engines, 
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etc.  More  and  more  of  the  needs  for  industrial  products  are  being 
produced  domestically,  and  for  certain  industries  the  need  for  export  out- 
lets has  begun  to  be  felt. 

Despite  the  progress,  industrial  development  in  Indonesia  is  still  at  a 
very  early  stage.  Manufacturing  value  added  in  the  Philippines  is  some  15 
per  cent  higher,  although  Indonesia's  population  is  over  thrice  larger.  Per 
capita  manufacturing  value  added  in  Thailand,  the  lowest  in  ASEAN  out- 
side of  Indonesia,  is  still  about  three  times  that  of  Indonesia,  while  that  of 
Singapore  is  nearly  twenty  times.  Within  ASEAN,  Indonesia  is  the  least 
industrialized. 

Due  to  the  relatively  large  domestic  market,  and  the  fact  that  only  very 
few  and  limited  branches  of  industries  had  existed  in  the  past,  progress 
could  be  achieved  largely  through  import  substitution.  Rapid  growth  in 
other  sectors  brought  about  larger  demand  for  manufactured  good. 
There  was  a  considerable  scope  for  establishing  new  industries,  and  ex- 
panding the  existing  production  capacities;  accordingly,  progress  in  im- 
port substitution  resulted  more  in  the  widening,  rather  than  the  deepen- 
ing, of  industrial  structure.  Industries  expanded  and  grew  more  or  less  in- 
dependently, and  perhaps  in  some  cases  even  in  competition  of  each 
other,  but  at  any  rate  not  in  general  mutually  reinforcing.  Inter-industrial 
linkages,  both  backward  and  forward,  generally  are  not  very  strong. 

Industries,  especially  those  at  the  final  stage  of  processing,  have  grown 
behind  high  protective  wall  while  at  the  same  time  they  were  given 
facilities  in  importing  intermediate  and  capital  goods.  Progress  was 
achieved  at  relatively  high  costs  to  domestic  consumers,  and  at  prices 
which  were  out  of  line  with  similar  products  in  the  international  markets, 
also  produced  by  developing  countries.  Exports  of  manufactured  goods 
were  insignificant  and  in  1975  amounted  to  less  than  $  100  million. 

Roughly  over  half  of  Indonesia's  needs  for  manufactured  goods  are 
produced  domestically.  In  the  1970's,  however,  there  was  evident  change 
in  the  composition  of  manufacturing  value  added  at  market  prices: 
between  1970  —  1976  the  share  of  consumers  goods  in  total  manufac- 
turing value  added  declined  from  83  to  66  per  cent,  while  those  for  inter- 
mediate products  and  capital  goods  both  increased,  from  15  to  21  per 
cent  and  from  2  to  12  per  cent  respectively. 

Nevertheless,  the  structure  of  manufacturing  industr)'  is  still  heavily 
dominated  by  light  processing  industries  such  as  food  and  beverages, 
tobacco,  rubber,  textiles,  wearing  apparel  and  footwear.  In  1976  such  in- 
dustries accounted  for  about  four-fifths  of  value  added,  while  those  for 
engineering  products  and  heavier  industries  about  one-tenth  each,  all 
these  industries  are  still  heavily  dependent  on  imported  industrial  inputs 
and  capital  goods. 
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While  increases  in  production  volumes  were  considerable,  the  growth 
rates  in  certain  sectors  were  slackening  or  decelerating,  and  there  emerg- 
ed excess  capacities  in  certain  industries.  This  was  partly  due  to  an  over- 
estimadon  of  market  potentials  which  brought  about  over-licencing.  The 
Government  is  a  large  buyer  of  certain  industrial  products,  but  a  greater 
part  of  market  opportunities  created  by  government  procurement  was 
pre-empted  by  imports  through  aid  programmes.  Optimal  use  of  existing 
capacities  will  require  market  expansion,  both  domestic  and  for  exports, 
and  this  in  turn  is  inter-related  with  unit  costs  reduction. 

The  scope  for  further  widening  the  structure  of  industry  through  im- 
port substitudon  along  past  pattern  is  now  more  limited  than  in  the  last 
few  years.  In  addition  to  the  question  of  enlarging  the  size  of  market  for 
existing  industries  (including  through  exports),  a  stage  has  been  reached 
now  where  the  further  development  of  industry  will  also  necessitate  the 
deepening  of  the  industrial  structure.  Within  this  context  the  target  set- 
ting of  the  Third  Five  Year  Development  Plan  (Repelita  III)  is  more  ex- 
panded and  far-reaching  than  was  the  case  in  the  past  first  and  second 
Repelita. 


1.  PATTERN  OF  INDUSTRIAL  GROWTH 

It  is  difficult  to  make  an  exact  descripdon  of  the  growth  pattern  of 
manufacturing  industries  in  Indonesia.  Nadonal  accounts  data  are  for 
macro  aggregates  value  added  figures  only.  No  indices  on  manufacturing 
output  in  aggregate  terms  or  by  major  groups  are  available.  The  Central 
Bureau  of  Statistics  provides  comprehensive  data  on  manufacturing  in- 
dustries, but  the  figures  do  not  ensure  year-to-year  comparability. 

In  terms  of  the  nadonal  accounts  aggregate  figures  (at  constant  1973 
prices),  during  the  1970's  the  average  annual  growth  rate  for  the 
manufacturing  sector  amounted  to  about  13  per  cent,  second  only  to  the 
construcdon  sector  (Table  I).  The  growth  rates  accelerated  up  to  1974 
(reaching  over  16  per  cent),  decelerated  between  1974  -  1977  (to  a  low 
level  of  under  9  per  cent),  and  picked  up  again  in  1978  (to  under  15  per 
cent).  Thus  there  was  a  marked  slowdown  in  industrial  activities  in  1975  - 
1978  as  compared  to  1970-  1974. 

Producdon  data  on  individual  items  indicate  that  output  expansion 
was  most  pronounced  in  heavier  chemical  and  metal  industries.  These  in- 
clude zinc  oxide,  pesdcides,  synthedc  resin,  acetylene,  soda,  urea  ferdlizer, 
tyres,  sulphyric  acid,  aluminium  sulphate  in  the  chemical  industries,  and 
television  sets,  sewing  machines,  reinforcing  iron,  steel  pipes,  steel  cables, 
zinc  plates,  automobiles,  motorcycles,  batteries,  electric  lamps  in  the 
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metal  industries  (the  growth  rates  for  these  commodities  were  in  the  range 
of  20—60  per  cent  per  annum).  Traditional  consumer  goods  industries, 
such  as  food,  beverages,  tobacco,  textiles,  and  other  light  industries  also 
registered  steady  production  growth  but  at  much  slower  rates.  These  in- 
dustries were  catering  largely  to  the  domestic  markets,  and  exports  ac- 
counted for  perhaps  5  per  cents  of  gross  value  of  production  for 
manufactured  goods  (mostly  intermediate  goods). 

In  the  early  1970's  roughly  one-fifth  of  the  manufacturing  value  add- 
ed originated  from  the  small  scale  and  cottage  industries  (employing  less 
than  10  persons),  while  the  rest  from  medium-scale  (10—99  persons)  and 
large-scale  industries  (over  100  persons).  Perhaps  the  average  annual 
growth  rates  of  output  during  1970—1978  for  the  small-scale  and  cottage 
industries  were  in  the  range  of  5—6  per  cent,  while  those  for  medium  and 
large-scale  industries  in  the  range  of  14— 16  per  cent.  Apparently,  most  of 
the  rapid  expansion  of  the  manufacturing  sector  were  attributable  to  the 
large  and  medium-scale  industries. 

Employment  data  seem  to  indicate  that  the  average  annual  growth 
rates  for  employment  in  large  and  medium-scale  manufacturing  in  the 
1970's  were  in  the  range  of  8— 11  per  cent,  and  for  small  scale  and  cottage 
industries  about  5  per  cent.  Nonetheless,  during  Repelita  II  the  manufac- 
turing sector  was  only  able  to  provide  600,000  additional  employment, 
merely  half  the  planned  figure. 

It  can  be  noted  that  most  of  the  growth  of  the  manufacturing  sector 
was  generated  by  new  investments  rather  than  through  increased  produc- 
tivity. In  certain  areas  industrial  capacity  grew  faster  than  output,  and 

Table  1 


AVERAGE  ANNUAL  GROWTH  RATES  OF  GROSS  DOMESTIC  PRODUCT  AND  ITS 
MAJOR  COMPONENT  1973-1978 
(in  per  cent) 


SECTOR 

1972 

1973 

1974 

1975 

1976 

1977 

1978 

Average 
1971-1978 

Projected 
Repelita  III 

Agriculture 

1.6 

9.3 

3.7 

0 

4.7 

1.6 

7.2 

4.0 

3.5 

Mining 

22.3 

23.3 

3.4 

3.6 

15.0 

12.4 

-2.8 

10,3 

4.0 

Manufacturing 

15.1 

15.2 

16.2 

12.3 

9.7 

8.6 

14.8 

13.1 

11.0 

Construction 

29.8 

18.0 

22.1 

14.0 

5.4 

18.7 

8.1 

16.6 

9.0 

Transport  and 

Communications 

9.0 

12.2 

12.1 

5.1 

13.2 

17.8 

11.6 

11.6 

10.0 

Others 

12.9 

7.6 

9.4 

10.7 

5.1 

8.8 

7.6 

8.9 

8.1 

GDP 

9.4 

11. 3 

7.6 

5.0 

6.9 

7.4 

7.2 

7.8 

6.5 
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parts  of  the  growing  installed  capacity  were  not  actually  utilized.  It 
appears  that  the  manufacturing  industries,  although  already  grew  at 
relatively  high  rates,  did  not  grow  as  fast  as  it  could,  and  did  not  absorb 
greater  amount  of  employment,  and  this  occurred  not  because  of  lacking 
production  facilities.  Consequently,  there  are  possibilities  for  expanding 
both  output  and  employment  without  much  additional  investment  in  fix- 
ed capital,  if  proper  market  oudets  could  be  found. 

Furthermore,  much  of  the  newly  established  manufacturing  indus- 
tries, including  those  in  the  category  of  heavier  industries,  are  engaged 
only  in  simple  final  stage  processing.  These  industries  are  not  fully  grafted 
to  the  Indonesian  economy;  in  fact  some  subsidiaries  of  foreign  enter- 
prises are  totally  dependent  on  imported  inputs  from  their  parent  com- 
panies abroad.  Since  the  backward  linkages  of  these  industries  are  weak 
or  simply  non-existent,  their  growth  did  not  have  much  effect  on  the 
growth  of  other  related  industries. 

The  traditional  agriculture  and  primary  based  industries,  on  the  other 
hand,  are  generally  engaged  in  simple  processing  at  very  initial  stages  of 
production.  Although  for  certain  resource-based  industries  Indonesia  has 
a  definite  comparative  advantage,  value  added  generated  by  these  indus- 
tries is  minimal  while  the  forward  linkages  are  weak  or  non-existent. 
Similar  to  the  final-  stage  processing  industries,  the  growth  of  these 
primary  based  activities  transmitted  little  direct  effect  to  the  rest  of  the 
economy. 

In  view  of  the  growth  pattern  of  the  manufacturing  sector  during  the 
last  decade,  several  broad  conclusions  may  be  obtained.  First,  growth  can 
still  be  generated  without  much  investment  in  fixed  capital  through  op- 
timal utilization  of  existing  installed  capacity.  This  will  require  market  ex- 
pansion and  reduction  in  the  unit  cost  of  production. 

Secondly,  further  growth  can  also  be  generated  by  new  industries  that 
centered  on  the  existing  industries,  through  creating  maximum  backward 
and  forward  linkages.  The  deepening  of  the  industrial  structure  is  not 
only  desirable  from  growth  and  employment  consideration.  More  impor- 
tantly, it  will  lessen  Indonesia's  external  dependence  and  vulnerability  by 
making  the  industrial  sector  more  deeply  rooted  to  the  Indonesian 
economy;  ensure  the  self-sustained  growth  of  the  industrial  sector;  and 
contribute  towards  the  move  to  higher  stages  of  development  as  required 
by  The  Broad  Oudines  of  State  Policy  or  GBHN  (Garis-garis  Besar 
Haluan  Negara). 

Thirdly,  while  there  is  still  scope  for  widening  the  industrial  structure 
through  import  substitution,  the  areas  may  have  to  be  limited.  This  will 
involve  the  selection  of  new  industries  which  can  reach  broadly  based 
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mass  markets,  rather  than  those  producing  luxury  items  for  the  higher  in- 
come groups.  Such  limitation  is  also  consistent  with  the  Government's  ef- 
forts to  encourage  the  adaptation  of  the  pattern  of  simple  living  among 
the  populace. 

Fourth,  in  the  light  of  the  development  of  the  international  economy, 
especially  the  rising  costs  of  energy  on  the  one  hand,  and  Indonesia's 
available  natural  resources  on  the  other,  the  comparative  advantage  in 
resource-based  and  energy- intensive  manufacturing  industries  is  im- 
proving. These  industries  could  contribute  greatly  towards  the  further 
development  of  the  manufacturing  sector,  although  in  general  they  re- 
quire massive  amount  of  investment. 

Finally,  despite  the  rising  tendency  of  protectionist  stance  abroad, 
there  still  exists  possibilities  for  considerably  increasing  the  exports  of 
manufactured  goods,  given  Indonesia's  pattern  of  resource  endowment. 
The  development  of  manufacturing  industries  for  exports  is  of  course 
much  more  difficult  than  the  establishment  of  import  substitution  indus- 
tries, among  others  because  the  latter  can  be  undertaken  regardless  of 
costs  consideration  while  the  former  requires  that  Indonesia's  com- 
petitive edge  abroad  be  maintained. 

In  short,  despite  the  considerable  growth  of  the  manufacturing  indus- 
tries during  the  past  decade,  there  are  still  possibilities  for  maintaining 
high  growth  rates  in  the  future.  Most  probably  the  realization  of  these 
possibilities  will  require  greater  involvement  of  the  Government,  not  so 
much  in  the  direct  management  of  the  economy  but  more  in  ensuring  the 
proper  industrial  climate.  The  easy  phase  of  import  substitution  has  now 
been  substantially  over,  and  the  issue  is  no  longer  the  establishment  of 
more  and  of  any  types  of  manufacturing  industries  but  to  ensure  that  the 
future  growth  of  industries  neatly  fit  into  the  desired  pattern  of  develop- 
ment as  clearly  specified  in  the  GBHN.  Government  involvement  is  re- 
quired now  because  the  problems  involved  have  become  more  complex. 

A  two-pronged  approach  may  be  required.  The  first  is  to  facilitate  the 
opdmum  use  of  existing  and  newly  established  capacities.  The  second  is 
to  guide  towards  a  rational  industrial  development,  so  that  the  growth  of 
manufacturing  industries  is  more  and  more  inter-linked  and  mutually 
reinforcing  each  other,  vertically  as  well  as  horizontally,  and  industries 
become  more  deeply  rooted  to  the  Indonesian  economy,  thereby  enhan- 
cing the  capacity  for  self-sustained  industrial  growth  and  contributing 
towards  greater  national  resilience. 
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2.  STRUCTURE  OF  MANUFACTURING  INDUSTRIES 

a.  Input- Output  Table,  1971 

Several  measures  can  be  derived  from  the  input-output  table  prepared 
by  the  Centra!  Bureau  of  Statistics  for  197  1.  These  measures  (see  Tables  2 
and  3)  relate  to  the  ratio  of  value  added  to  domestic  output;  the  ratios  of 
wages  to  total  cost  and  to  value  added,  indicating  labour  intensity;  import 
ratios,  showing  the  scope  for  import  substitution;  and  inter-industry 
linkages,  both  backward  and  forward. 

Table  2  shows  that  the  average  of  the  ratios  of  value  added  to  output 
for  the  whole  industrial  sector  (including  mining)  was  about  35  per  cent 
and  that  for  the  manufacturing  sector  about  one-third.  Some  manufac- 
turing industries  had  higher  than  average  ratios:  beverages,  chemicals, 
non-ferrous  metals,  prefabricated  metal  products  and  machineries  (in  the 
range  of  35—40  per  cent);  paper  and  printing,  non  metallic  mineral 
products,  and  manufacturing  and  repair  of  transport  equipment  (over  50 
per  cent). 

The  ratios  of  wages  and  salaries  to  total  cost  indicated  the  direct 
returns  to  labour  as  compared  to  both  those  of  other  factors  of  produc- 
tion and  value  of  purchased  material  inputs;  the  ratios  to  value  added  on 
the  other  hand  measure  the  direct  returns  to  labour  as  compared  to  those 
of  other  factors  only.  Labour  intensities,  as  measured  by  the  ratios  of 
wages  and  salaries  to  value  added,  were  relatively  high  in  certain 
manufacturing  industries.  Those  with  higher  than  the  industry-wide 
average  were:  beverages,  spinning,  textiles,  leather  and  apparel,  paper 
and  printing,  chemicals,  iron  and  steel,  prefabricated  metal  products,  and 
manufacturing  and  repair  of  transport  equipment  (between  30  and  40  per 
cent):  Wood  and  wood  products,  ferdlizers  and  pesticides,  and 
machineries  (40—50  per  cent). 

There  were  three  manufacturing  sector  for  which  imports  were  more 
than  600  per  cent  of  domestic  output:  fertilizers  and  pesticides,  iron  and 
steel,  and  machineries.  In  seven  other  imports,  were  in  the  range  of  50—85 
per  cent  of  domestic  output:  processing  and  preservation  of  food,  spin- 
ning, paper  and  printing,  chemicals,  cement,  prefabricated  metal 
products,  and  other  manufacturing. 

The  extent  of  linkages  in  manufacturing  industries  for  the  year  1971  is 
shown  in  Table  3.  Seven  industries  had  high  linkages  both  backwards 
and  forwards:  spinning,  ferdlizer  and  pesticides,  petroleum  refining, 
rubber  products,  cement,  iron  and  steel,  and  prefabricated  metal 
products.  Six  others  had  low  linkages  both  backwards  and  forwards,  in- 
cluding those  that  normally  have  high  linkages  in  other  countries;  these 
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Table  3 


BACKWARD  AND  FORWARD  LINKAGES  IN  MANUFACTURING  INDUSTRIES,  1971 


CoefTicient  of  Linkages 

Code  Sector  ' 

Backward  Forward 


High  Backward-High  Forward 

35 

Spinning 

.70 

.95 

rcrLUizcr  diiu  ucsLiLiuca 

.73 

.99 

41 

Petroleum  refining 

.66 

.66 

42 

Rubber  products 

.65 

.91 

44 

Cement 

.70 

1. 00 

ID 

Iron  snd  steel 

.75 

.93 

47 

Prefabricated  metal  products 

r 

.65 

.68 

High  Backward-Low  Forward 

27 

Processing  and  preservation  of  food 

.75 

.43 

34 

Cigarettes 

.67 

.09 

36 

Textiles,  leather  and  apparel 

.69 

.30 

37 

Wood  and  wood  products 

.72 

.43 

Low  Backward-High  Forward 

33 

Beverages 

.64 

.65 

46 

Non-ferrous  metals 

.64 

•  .68 

Low  Backward-Low  Forward 

21 

Logging  and  sawmills 

.29 

.57 

38 

Paper  and  paper  products 

.46 

.62 

40 

Chemicals 

.63 

.54 

48 

Machinery 

.56 

.09 

49 

Manufacture  and  repair  of  transport 

equipment 

.47 

.50 

50 

Other  manufacturing 

.62 

.32 

are  logging  and  saw  mills,  paper  and  paper  products,  chemicals, 
machineries,  manufacture  and  repair  of  transport  equipment,  and  other 
manufacturing. 

b.  Composition  of  Manufacturing  Output  by  ISIC  Grouping,  1976 

Data  obtained  from  a  survey  of  large  and  medium-scale  industries  for 
the  year  1976  seem  to  indicate  that  the  average  of  the  ratios  of  manufac- 
turing value  added  to  gross  output  amounted  to  about  35  per  cent.  The 
figure  does  not  increase  significandy  compared  to  the  one  obtained  from 
the  input-output  table  for  1971. 
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The  data  also  suggest  that  by  1976  the  structure  of  industry  was  still 
dominated  by  two  ISIC  grouping:  food,  beverages  and  tobacco,  and  tex- 
tiles, apparel  and  leather,  both  accounted  for  60  per  cent  of  gross  output 
or  of  value  added  (Table  4).  These  two  groupings  also  had  the  largest 
number  of  establishments,  absorbing  more  than  two  thirds  of  employ- 
ment in  manufacturing. 

In  the  food  industry,  the  ratio  of  value  added  to  gross  output  only 
amounted  to  26  per  cent.  The  industry  generated  about  15  per  cent  of  the 

Table  4 


PERCENTAGE  DISTRIBUTION  OF  OUTPUT,  PAID  WORKERS  AND  NUMBER  OF 
ESTABLISHMENT,  OF  LARGE  AND  MEDIUM  SCALE  MANUFACTURING 
INDUSTRIES,  1976 


Number  of 

ISIC 

Industrial  branches 

Gross 

Value 

group 

output 

Paid 

Establish- 

workers 

ment 

1 

2 

3 

4 

0 

31 

Food,  beverage  and  tobacco 

44.2 

43.1 

OZ.O 

311 

Food 

20.1 

15.4 

1  7  ^ 

I  1  ,3 

313 

Beverages 

1.4 

1.4 

0.7 

1.0 

314 

Tobacco 

22.7 

26.2 

21.0 

12.2 

32 

Textile,  wearing  apparels. 

leather  and  leather  products 

16.7 

15.5 

9S  9 
Z  o.  Z 

321 

Textiles 

15.3 

13.5 

26.5 

27.8 

322 

Wearing  apparels 

0.2 

0.2 

0.5 

1.3 

323 

Leather  and  products 

0.5 

0.3 

0.3 

0.6 

324 

Footwear 

0.8 

1.3 

0.8 

0.5 

33 

Wood  and  products 

2.3 

3.4 

8.2 

8.2 

331 

Wood 

3.0 

3.3 

4.5 

6.5 

332 

Furniture 

0.2 

0.2 

0.7 

1.7 

34 

Paper  and  products 

2.3 

2.7 

3.4 

4.5 

35 

Chemicals,  rubber,  plastics 

11.8 

15.0 

8.5 

8.3 

351 

Basic  chemicals  &  fertilizer 

3.4 

6.6 

1.3 

1.0 

355 

Rubber  and  tyres 

2.4 

3.2 

1.4 

1.1 

356 

Plastics 

1.3 

0.7 

2.0 

2.7 

36 

Non-metalix  mineral  products  3.5 

5.3 

4.2 

3.6 

37 

Iron  and  steel 

0.9 

0.8 

0.5 

0.2 

38 

Machineries,  hardware  and 

transport  equipment 

17.1 

13.7 

10.3 

7.6 

382 

Machineries 

1.0 

1.0 

0.9 

1.1 

384 

Ship  and  vehicles 

7.2 

6.1 

3.2 

2.1 

39 

Other  manufacturing 

0.3 

0.5 

0.5 

0.8 

Total 

Rp  2,050 

Rp  750 

800 

S.SIO 

(billion) 

(billion) 

(thou-sand) 

(unit) 
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value  added  of  the  manufacturing  industries.  Over  two-thirds  of  the  value 
added  in  the  food  industry  came  from  two  sectors,  viz  sugar  (53  per  cent) 
and  wheat  flour  and  products  (over  16  per  cent);  it  can  be  noted  that  the 
latter  is  totally  dependent  on  import  as  Indonesia  does  not  produce 
wheat.  Meat,  fish,  fruits  and  vegetables  canning  and  processing  only 
amounted  to  a  litde  over  1  per  cent,  although  imports  were  high.  Ap- 
parently the  food  industry  is  still  not  very  much  developed. 

In  the  beverage  industry  about  two-thirds  of  value  added  came  from 
malt  liquors  and  malt.  The  beverage  industry  primarily  involved  botding 
with  heavy  dependence  on  the  supplies  from  the  principle  companies 
abroad.  Its  role  in  generating  employment  is  not  very  significant. 

Tobacco  is  the  largest  single  manufacturing  sector,  accounting  for 
over  a  quarter  of  total  value  added.  Its  contribution  to  employment, 
however,  is  much  smaller  than  that  of  textiles. 

The  growth  of  the  textile  industry  was  quite  rapid,  averaging  to  about 
15  per  cent  per  annum  during  the  last  decade.  Nevertheless  the  value  add- 
ed of  the  textile  industry  was  only  around  half  of  the  tobacco  industry. 
Noteworthy  is  the  fact  that  the  garment  industry  is  still  insignificant,  con- 
tributing to  only  0.2  per  cent  of  value  added. 

While  Indonesia  is  a  major  supplier  of  tropical  hard-woods  in  the 
world  market,  the  wood  industries  has  not  played  an  important  role.  The 
development  of  forest  based  industries  sdll  left  much  to  be  desired.  The 
contribution  of  furniture  industries  to  total  value  added  is  about  the  same 
as  in  the  case  of  garments. 

Chemical  industries  also  grew  rapidly  and  by  1976  they  contributed  to 
about  15  per  cent  of  value  added.  Most  important  is  fertilizers  which  ac- 
count for  about  36  per  cent  of  the  value  added  of  the  chemical  industries, 
followed -by  tyres  and  tubes  (21  per  cent),  soap  and  detergents  (12  per 
cent),  and  drugs  and  medicines  (1 1  per  cent).  Most  of  the  production  was 
based  on  imported  inputs,  and  in  some  cases  local  production  was  merely 
a  matter  of  mixing  and  packing  imported  inputs.  In  1976  Indonesia  im- 
ported over  $540  million  of  chemicals,  about  twice  the  value  added  for 
the  year  (the  same  figure  was  obtained  from  the  input-output  table  for 
1971). 

The  share  of  metal  and  engineering  industries  is  sdll  relatively  low. 
The  largest  component  is  in  the  assembling  of  transport  equipment 
(about  22  per  cent  of  value  added  of  the  sector),  of  TV,  radio  and  elec- 
trical appliances  (20  per  cent),  and  structural  metal  products  (16  per  cent). 
The  contribudon  of  the  sector  to  the  total  manufacturing  value  added  was 
still  less  than  15  per  cent;  for  iron  and  steel,  and  machineries,  the  figures 
were  only  about  1  per  cent  each. 
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It  should  be  emphasized  that  the  results  only  provide  very  rough  and 
broad  picture.  Value  added  figures  from  the  surveys  are  systematically 
lower  than  those  of  the  national  accounts,  pardy  because  the  surveys  only 
cover  the  small  and  medium-scale  industries.  For  example  the  nadonal 
account  figure  for  the  manufacturing  sector  in  1973  was  Rp.  650  billion; 
survey  figures  of  the  Central  Bureau  of  Statistics  and  the  World  Bank,  on 
the  other  hand,  were  Rp.  400  and  Rp.  510  billion  respectively.  The  figure 
of  Rp.  750  billion  in  Table  4  can  be  compared  to  that  of  Rp.  1,418  in  the 
national  account;  if  roughly  one-fourth  to  one-third  came  from  the  small 
and  cottage  industries,  between  Rp.  200  -  Rp.  300  billion  were  still  un- 
accounted for. 


c.  Composition  of  Manufacturing  Output  by  Economic  Groupings,  1970 
and  1976 

The  descripdon  here  is  subjected  to  even  greater  margin  of  errors,  not 
only  due  to  the  nature  of  the  data  base  itself  but  also  because  survey 
figures  for  different  years  are  not  strictly  comparable,  and  the  classifica- 
tion of  output  by  economic  groupings  is  somewhat  arbritrary.  Measured 
in  terms  of  current  U.S.  dollar,  total  value  added  increased  from  a  litde 
over  $  200  million  in  1970  to  over  $  1.8  billion  for  consumers  goods; 
from  $  32  million  to  about  $  390  million  for  intermediate  goods;  and 
from  $  3  million  to  $  225  million  in  capital  goods.  It  is  clear  that  the 
large  growth  rates  were  from  very  small  bases. 

Table  5 


PERCENTAGE  DISTRIBUTION  OF  MANUFACTURING  OUTPUT  BY  ECONOMIC 
GROUPINGS,  1970  AND  1976 


1970  1976 


Gross 

Value 

Gross 

Value 

output 

added 

output 

added 

A. 

Consumers  products 

77 

83 

69 

66 

B. 

Intermediate-Goods 

22 

15 

19 

21 

C. 

Capital  Goods 

1 

2 

12 

12 

Total 

100 

100 

100 

100 

(In  current  million  $) 

(1,030) 

(210) 

(4.910) 

(1,810) 

Data  on  value  added  indicate  that  there  has  been  a  shift  in  the  com- 
position of  output,  away  from  consumers  products  towards  more  of  in- 
termediate and  capital  goods.  For  the  intermediate  goods  category  in 
1976,  over  two-fifths  of  value  added  came  from  two  sectors,  viz  cement, 
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and  fertilizers  and  pesticides;  industrial  chemicals  on  the  other  hand  only 
accounted  for  less  than  7  per  cent.  In  the  capital  goods  sector  for  the  same 
year,  nearly  half  of  the  value  added  originated  from  the  assembling  of 
motor  vehicles  and  motor  cycles. 

For  each  major  category  of  manufactured  goods,  more  of  the 
domestic  needs  are  produced  domestically  in  1976  as  compared  to  1970 
(Table  6) ;  the  ratios  of  domestic  production  to  apparent  domestic  use  in- 
creased from  81  to  92  per  cent  for  consumers  products;  from  47  to  52  per 
cent  in  the  case  of  intermediate  goods;  and  from  3  to  16  per  cent  for  the 
capital  goods.  Import  dependence  of  consumers  products  and  of  capital 
goods  both  declined. 


Table  6 

MANUFACTURED  GOODS: 

RATIOS  OF  PRODUCTION,  IMPORTS  AND  EXPORTS  TO  APPA- 

RENT  DOMESTIC  USE 

(in  per  cent) 

1970  1976 

Production    Imports   Exports    Production    Imports  Exports 

A. 

Consumers  Products,  of  which 

81 

23 

4 

92 

12 

4 

Textiles 

80 

22 

2 

100 

1 

1 

Garments 

■%2 

67 

9 

49 

76 

25 

Plastics 

20 

80 

31 

69 

Glass  and  products 

84 

16 

46 

54 

Cutlery  and  hardware 

72 

28 

64 

36 

Carpet 

100 

14 

86 

Furniture  and  Fixture 

(mainly  wood) 

100 

60 

40 

B. 

Intermediate  Goods,  of  which 

47 

54 

1 

52 

60 

12 

Yearn,  thread,  fibre 

34 

66 

33 

67 

Paper  and  products 

43 

57 

40 

68 

8 

Industrial  chemicals 

2 

105 

7 

18 

86 

4 

C. 

Capital  Goods 

J 

97 

16 

*5 

1 

In  the  case  of  the  intermediate  goods,  the  increase  in  the  ratios  of  imports 
to  apparent  domestic  use  was  also  accompanied  by  the  rise  of  the  cor- 
responding ratios  for  exports. 

It  can  be  observed  that  for  certain  items  within  the  consumers 
products  category,  the  rados  for  imports  to  apparent  domestic  use  in- 
creased or  remained  high.  While  all  the  domestic  use  of  textiles  were  vir- 
tually met  by  domestic  producdon,  more  of  the  domestic  use  of  ready- 
made  garments  came  from  imports.  The  rados  of  imports  to  apparent 
domestic  use  also  increased  considerably  in  the  case  of  carpet,  wood  fur- 
niture, glass  and  products,  and  cudery  and  hardware. 
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3.  MANUFACTURING  INDUSTRIES  IN  REPELITA  111 

The  planned  target  growth  rates  set  for  Repelita  III  for  the  major  sec- 
tors of  the  economy  are  lower  than  what  had  been  achieved  in  the  past 
(Table  1 ).  The  highest  growth  (at  1 1  per  cent  per  annum)  is  to  be  achieved 
by  the  manufacturing  sector,  and  by  the  end  of  Repehta  III  its  contribu- 
tion to  GDP  should  increase  to  12.6  per  cent. 

Repelita  III  has  put  a  stronger  emphasis  on  equitable  distribution  of 
the  benefits  of  economic  progress.  For  the  manufacturing  sector  this  in- 
volves the  Creadon  of  greater  amount  of  employment  and  the  further 
development  of  small-scale,  cottage  and  handicraft  industries.  It  is  ex- 
pected that  throughout  the  next  five  years  period  the  manufacturing  sec- 
tor will  be  able  to  generate  about  1.2  million  additional  employment. 

The  manufacturing  industries  are  also  required  to  contribute 
significantly  towards  export  earnings,  to  such  an  extent  that  within 
Repelita  III  the  value  of  non-petroleum  exports  will  exceed  those  of  oil 
and  oil  products. 

The  requirements  for  Repelita  III  are  integrally  linked  to  the  long- 
term  pattern  and  objectives  of  development  as  defined  in  the  GBHN.  In 
Repelita  I  through  Repelita  IV,  main  emphasis  has  been  placed  on 
agriculture  but  with  the  progressive  development  of  the  manufacturing 
industries,  so  that  after  Repelita  V  or  Repelita  VI  the  sector  could  become 
the  backbone  of  the  Indonesian  economy  and  supported  by  a  strong 
agricultural  sector. 

The  attainment  of  the  objectives  for  Repelita  IV  requires  increases  in 
manufacturing  industries  that  are  capable  of  producing  industrial 
machineries,  both  for  heavy  and  light  industries,  and  which  will  be 
further  developed  in  the  subsequent  Repelita.  Thus  while  in  Repelita  III 
the  manufacturing  industries  should  generate  greater  value  added, 
through  the  progressive  processing  of  locally  available  raw  materials  into 
intermediate  or  finished  products,  ground  has  also  to  be  prepared  for 
the  establishment  of  a  strong  foundation  for  further  development  and  for 
the  development  of  a  full-fiedged  engineering  industry  in  the  future. 

a.  Broad  Policy  Outlines 

The  industrial  pattern  which  has  evolved  shows  a  number  of  structural 
weaknesses  and  imbalances  which  need  to  be  alleviated  in  order  to  be  able 
to  achieve  the  objectives  of  Repelita  III  in  particular  and  of  the  GBHN  in 
general.  Significant  results  have  been  attained  in  terms  of  increasing  the 
number  of  installed  industrial  production  capacities.  In  a  number  of  sec- 
tors, however,  the  installed  capacities  are  either  too  large  for  the  existing 
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markets,  leaving  considerable  amount  of  excess  capacities,  or  too  small, 
so  that  the  economies  of  scale  are  not  reached.  On  the  other  hand,  the 
capacity  of  the  existing  industries  to  provide  new  job  opportunities  under 
the  present  pattern  is  limited. 

Products  of  the  existing  manufacturing  industries  are  not  very  much 
based  on  strict  standards  and  qualities;  often  there  are  numerous  indus- 
trial standards  for  the  same  commodity,  making  its  further  development 
difficult.  Most  industries  are  not  structurally  interlinked  within  the 
domestic  sector,  and  they  are  still  heavily  dependent  on  imported  raw 
materials  and  components  for  their  continued  operation.  Production, 
transporution,  and  distribution  costs  are  generally  higher  than  in  the 
neighbouring  countries. 

There  are  economic,  financial,  technical  and  institutional  constraints 
to  production  and  market  expansion,  especially  in  enlarging  exports  of 
manufactured  goods.  Specific  policies  and  measures  are  required  for 
alleviating  the  structural  weaknesses  of  the  current  industrial  pattern,  to 
maximize  the  contribution  of  the  manufacturing  industries  to  the  overall 
growth  rate  of  the  economy  as  well  as  in  generating  export  revenues,  and 
to  ensure  that  the  growth  path  of  the  manufacturing  industries  will  be 
consistent  with  the  desired  long-term  pattern  as  specified  in  the  GBHN. 
Policies  that  are  now  being  adopted  also  cover  the  following  three  broad 
areas. 


Equitable  distribution.  The  manufacturing  sector  is  required  not  only  to 
achieve  a  high  growth  rate  but  also  to  contribute  towards  the  attainment 
of  more  equitable  distribution  of  the  benefits  of  economic  progress;  the 
constraint  implies  that  not  any  type  of  growth  will  be  desirable.  The  at- 
tainment of  the  growth  objective  subject  to  the  equity  constraint  will  be 
accomplished  through  policies  in  two  major  areas,  viz.  the  stepped-up 
development  of  small-scale  industries  (including  cottage  and  handicrafts 
industries),  and  the  provision  of  maximum  employment  in  the  manufac- 
turing sector.  This  will  have  a  bearing  on  investment  policies  which  will 
be  discussed  later. 

It  can  be  noted  that  some  small-scale  industries,  by  the  very  nature  of 
their  small  size,  are  inherently  static  and  offer  no  potential  for  fast 
growth.  On  the  other  hand,  while  some  industries  are  by  necessity  typical- 
ly large-scale,  others  also  offer  a  wide  range  of  choice  in  technology  and 
size  of  operation.  In  order  to  make  policies  towards  the  small  scale  indus- 
tries effective,  the  sector  should  also  include  those  industries  that  are  in- 
herently dynamic  but  can  be  efficiently  operated  at  a  relatively  small  size. 
Furthermore,  industries  need  not  be  assisted  just  for  the  simple  reason 
that  they  are  small,  but  because  of  other  considerations  as  well. 
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For  operational  purpose  in  tackling  the  stepped-up  development  of 
small  scale  industries,  the  Department  of  Industry  has  adopted  three 
criteria  that  have  to  be  satisfied  simultaneously  for  delineating  a  small- 
scale  industry.  These  are:  the  maximum  investment  in  fixed  capital  and 
equipment  amounts  to  Rp.  70  million;  investment  per  worker  should  be 
no  more  than  $  1000,—  and  ownership  is  of  Indonesian  nationality. 

Policies  and  measures  in  support  of  the  stepped-up  development  of 
small  scale  industries  include:  the  required  use  of  goods  and  services 
produced  by  small  scale  industries  for  government  procurement  up  to 
certain  amounts;  the  development  of  a  more  extensive  pattern  of  sub- 
contracting; the  drawing  up  of  a  list  of  products  (and  their  specificadons) 
which  can  be  produced  exclusively  by  the  small  scale  industries;  the 
development  of  industrial  estates,  production  centers  etc.  for  the  small 
scale  industries,  to  ensure  efficient  production,  marketing  and  distribu- 
tion; direct  and  indirect  support  (technical  assistance  credit  facilides),  etc. 

Rationalization.  Equity  in  the  distribution  of  income  has  to  be  achieved 
while  maintaining  a  high  growth  rate  for  the  manufacturing  sector.  As  in- 
vestment funds  are  also  limited,  this  will  be  done  through  a  gradual 
rationalization  of  the  existing  industrial  pattern.  On  the  one  hand  efforts 
will  be  made  to  consolidate  and  strengthen  some  particular  sectors  inter- 
nally, in  order  to  ensure  the  optimal  use  of  installed  capacities.  On  the 
other,  there  will  also  be  a  more  sober  stand  towards  new  investments  and 
a  more  selective  promotion  of  new  projects.  Different  industries  are  to 
grow  in  a  mutually  supporting  and  reinforcing  fashion,  building  up 
greater  linkages  based  upon  the  existing  industrial  pattern. 

Since  domestic  market  size  has  emerged  as  a  limiting  constraint,  and 
more  attention  needs  to  be  paid  to  export  possibilities,  rationalization 
will  have  to  be  directed  towards  lowering  the  unit  costs  of  production  and 
making  the  products  more  competitive,  rather  than  relying  more  on 
higher  rates  of  protection.  Policies  have  been  introduced,  in  general  as 
well  as  in  specific  fashion,  to  make  Indonesian  manufacturing  products 
more  competitive,  both  domesdcally  and  in  international  markets.  These 
include  the  devaluation  of  the  currency,  the  reduction  of  import  duties 
for  a  large  number  of  industrial  raw  materials,  export  certificate,  etc.  The 
Government,  for  its  own  procurement,  has  pronounced  the  policy  of 
nadonal  preference  for  domestic  products.  The  promodon  of  a  more  ex- 
panded use  of  local  products  for  further  industrial  development  is  being 
done  through  the  requirement  of  greater  local  content. 

There  will  be  greater  emphasis  on  the  selection  of  technology  and  on 
the  standardizadon  of  products  and  processes.  Greater  scrutiny  will  also 
be  made  on  whether  increases  in  output  could  best  be  obtained  by  allow- 
ing new  entries  or  through  the  mere  expansion  of  existing  plants. 
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In  general  sophisticated  set-ups,  equipment  and  processes  are  not  to 
be  encouraged.  To  take  advantage  of  economic  restructuring  abroad,  the 
Government  has  now  liberalized  the  imports  of  reconditioned  equip- 
ment and  capital  goods,  for  use  in  certain  sectors  and  under  certain  con- 
ditions. 

Upstream  and  downstream  industries.  Given  the  natural  resource  endow- 
ment of  Indonesia,  and  to  lessen  the  dependence  of  the  manufacturing 
sector  on  imported  raw  materials  and  components,  there  will  be  inten- 
sified efforts  to  develop  more  upstream  industries  which  will  process  raw 
materials  into  intermediate  and  semi  finished  products.  Potentials  exist 
for  the  development  of  petrochemicals,  non-ferrous  metals,  steel  and 
heavy  engineering,  and  basic  chemicals  and  silicate. 

On  the  other  hand,  some  of  Indonesia's  exports  of  non-oil  primary 
products  still  involve  the  earliest  stage  of  processing.  In  order  to  obtain 
higher  value  added,  the  further  development  of  downstream  industries  is 
required,  which  include  the  processing  of  food,  plantation,  forest,  and 
other  agricultural  products. 

Most  likely  the  development  of  these  upstream  and  downstream  in- 
dustries will  result  in  the  emergence  of  several  resource-based  growth 
centres  outside  Java.  These  have  been  projected  to  include:  North- 
Sumatra,  with  oil  and  gas,  wood,  plantation,  hydro-electric,  fertilizer  and 
aluminum  smelting  industries;  South-Sumatra  (including  Banten  in  West 
Java),  with  oil  and  gas,  coal,  tin,  forest  and  plantation  products,  petro- 
chemicals, steel  and  cement  industries;  East  Kalimantan,  with  oil  and  gas, 
petrochemicals,  and  forest  based  industries;  and  South  Sulawesi,  with 
iron,  nickel,  paper,  cement  and  shipping  industries. 

b.  Investment 

The  new  investment  requirements  projected  over  the  five-year  period 
of  Repelita  III  for  the  manufacturing  sector  amount  to  over  $  10  billion. 
It  is  expected  that  65  per  cent  of  the  funds  will  come  from  domestic 
sources,  and  that  from  this  amount  40  per  cent  will  originate  fi-om  the 
private  sector. 

A  need  has  been  felt  to  review  in  concept  as  well  as  in  content  the  list 
of  priority  projects  which  has  been  used  so  far  as  guidelines  for  the  admis- 
sion of  new  investment  with  incentives  (both  foreign  and  domestic).  The 
new  approach  defines  three  levels  of  priority,  which  in  turn  determine  the 
degree  of  promotional  activities  to  be  carried  out,  and  the  extent  to  which 
facilities  and  incentives  are  to  be  granted. 

Top  priority  projects  mostly  consist  of  basic  production  complexes 
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producing  primary  industrial  raw  materials  —  such  as  petrochemicals, 
base  metal  —  and  those  which  have  a  strong  effect  on  the  balance  of  pay- 
ments. These  are  usually  highly  capital-intensive  requiring  high  tech- 
nology. Furthermore,  since  their  location  will  usually  be  near  the  source 
of  raw  materials,  the  large  capital  outlays  involved  will  be  further 
augmented  by  the  requirements  for  support  of  infrastructure.  Special 
facilities  will  be  negotiated  and  may  be  granted,  and  the  projects  usually 
involve  direct  Government  participation  and/or  public  corporation. 

The  second  level  priority  projects  usually  involve  those  producing 
capital  goods,  intermediate  products,  parts  and  components  which  have  a 
critical  role  to  play  for  further  industrial  development.  Government  par- 
ticipation will  not  be  improbable,  although  private  initiative  will  be  given 
Orst  option.  The  extension  of  incentives  may  include  the  granting  of  tax 
credit. 

The  third  level  priority  projects  include  a  vast  array  of  projects  for 
which  the  Government  is  still  prepared  to  grant  certain  facilities  and  in- 
centives. Basically,  the  area  is  to  be  kept  open  entirely  for  private  enter- 
prises, with  speedy  procedures  for  handling  application  and  clarity  in 
regard  to  the  extent  of  facilities  and  incentives  to  be  granted. 
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BASIC  ENERGY  BUDGETS  OF  RURAL 
HOUSEHOLDS  IN  INDONESIA* 

Hadi  SOESASTRO 


INTRODUCTION 

In  Indonesia  considerable  attention  is  now  being  given  to  problems  of 
the  poor  and  efforts  are  being  made  to  raising  their  standard  of  living. 
According  to  the  National  Socio-Economic  Survey  of  1976  (SUSENAS  V), 
about  6596  of  Indonesia's  population  could  be  categorized  as  being  under 
the  poverty  line,  of  which  5396  are  in  the  rural  areas  and  1296  are  in  the  ur- 
ban areas.'  Hence,  any  preoccupation  with  the  poor  will  have  to  deal  with 
—  in  the  first  place  —  the  rural  population. 

Idendfying  the  "basic  human  needs"  is  a  necessary  step  in  any  effort 
to  raising  the  standard  of  living  of  the  poor.  It  is  widely  acknowledged 
that  energy  assumes  an  important  role  in  human  life.  As  stated  by  Makhi- 
jani  [5],  "energy  needs"  is  merely  a  shorthand  for  the  energy  needed  to 
produce  and  equitably  distribute  the  necessary  means  to  meet  human 
needs. 

In  this  respect,  a  major  policy  issue  regards  the  options  which  are  and 
can  be  made  available  to  satisfying  the  energy  needs  of  the  rural  po- 
pulation, especially  the  rural  poor.  To  deal  with  this  policy  issue,  it  is 
necessary  to  define  the  magnitude  and  structure  of  rural  energy  budgets. 
This  task  poses  serious  problems  due  to  the  lack  of  informadon  and  hard 
data.  Empirical  studies  of  rural  energy  budgets  in  Indonesia  are  well  un- 
der way.  However,  findings  for  one  location  usually  are  not  gen- 
eralizable  to  another. 


Paper  presented  at  the  Technical  Discussion  on  Energy,  Seventh  General  Assembly  of 
the  World  Federation  of  Engineering  Organizations,  Jakarta,  November  16-17,  1979 

1  Based  on  a  study  by  the  Central  Bureau  of  Statistics  (BPS)  prepared  for  CSIS,  entitled 
"Masalah  Pembagian  Pendapatan  Pendudifk  menurut  Socio-Profesional  di  Indonesia, 
1969/1970-1976"  (unpublished) 
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Moreover,  there  is  a  lack  of  understanding  of  how  living  standard  and 
development  depend  on  energy,  especially  with  regard  to  rural  com- 
munities. Estimation  of  rural  energy  budgets  faces  serious  accounting 
problems,  largely  due  to  the  predominance  of  non-commercial  energy.  It 
is  not  at  all  clear  what  types  of  non-commercial  energy  sources  are  to  be 
included.  If  human  and  animal  power  (animate  energy)  is  to  be  accounted 
for,  because  they  still  provide  great  services  to  rural  life,  it  also  is  not  clear 
as  to  how  to  include  them. 

A  simple  model  of  energy  flows  for  a  typical  village  in  India,  as  ex- 
hibited in  Table  I,  suggests  that  non-commercial  energy  contributes  to 
6896  of  the  total  energy  budget.  The  share  of  animate  energy  is  2596  where- 
as the  share  of  commercial  energy  is  about  796. 

If  animate  energy  is  excluded  in  the  accounting  of  the  rural  energy 
budget,  it  shows  that  energy  needs  for  household  (domestic  activities  and 
lighting)  take  an  enormous  portion  of  the  energy  budget,  amounting  to 
over  8096.  Including  animate  energy,  household  energy  needs  still  account 
for  7096  of  the  total  energy  budget. 

This  paper  only  deals  with  the  rural  household  energy  budget.  It  is 
further  confined  to  addressing  problems  of  the  basic  energy  budget  of 
rural  households,  namely  that  portion  of  total  energy  budget  which  is 
supplied  by  firewood  (and  agricultural  waste)  and  kerosene.  A  study  by 
Herman  Haeruman  et  al.  [2]  shows  that  the  energy  budget  of  rural  house- 
holds in  West  Jawa  comprises  of  83.496  firewood  and  15.596  kerosene. 
These  figures  may  not  be  representative  for  all  rural  households,  but  it  is 
very  likely  that  these  two  types  of  energy  predominate  nation-wide.  This 
being  the  case,  in  fact,  poses  some  major  policy  problems. 

Firstj  the  predominance  of  non-commercial  energy  (and  animate 
energy)  implies  that  there  are  only  limited  options  to  increasing  the 
production  (or  supply)  of  energy  in  the  rural  areas.  There  are  serious 
economic  losses  associated  with  the  present  energy  budget  of  rural  house- 
holds. Poor  households  largely  meet  their  energy  needs  on  the  basis  of 
individual  efforts.  For  example,  in  meeting  their  firewood  needs,  they 
may  not  be  able  to  afford  to  replant  trees  on  public  property'.'  More,  im- 
portandy,  however,  it  is  seen  that  the  current  supply  system  in  rural  areas 
does  not  facilitate  efforts  to  reducing  inequalities  between  rural  and  ur- 
ban areas  as  well  as  between  various  income  groups  within  a  village.  Thus, 
it  is  argued  that  the  present  pattern  of  energy  budgets  in  rural  areas  is  in- 
consistent with  development.  Radical  changes  in  the  magnitude  and 


2  See  Makhijani  [5] 
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Structures,  of  both' the  supply  and  demand  sides,  are  essential  to  meet  de- 
velopment objectives.* 

Second,  under  the  predominance  of  non-commercial  energy,  it  is 
found  that  the  amount  of  useful  work  which  the  poor  obtain  from  their 
energy  use  is  small.  The  poor  get  less  useful  work  not  only  because  of  the 
inadequate  level  of  energy  use,  but  also  because  they  can  not  afford  to  in- 
vest in  increasing  the  efficiency  of  energy  use.  In  essence,  the  poor  are 
forced  to  sacrifice  long-term  benefits  to  meet  short-term  needs.  It  is 
found  that  energy  use  in  rural  areas  amounts  to  7096  for  heating  purposes, 
27%  for  stationary  mechanical  work,  and  3%  for  transport.""  The  large  re- 
quirement for  heating  relates  to  cooking.  Studies  show  that  cooking  re- 
quires to  60%  (India),  71%  (Bolivia),  and  up  to  88%  (Tanzania)  of  total 
energy  budgets  in  villages.^  In  cooking,  only  a  very  small  portion  of  the 
energy  that  goes  to  heat  food  is  "useful",  and  the  rest  can  be  considered 
as  a  "waste".  Of  importance  in  using  energy  is  the  amount  of  useful  work 
and  not  the  gross  energy  input."  Thus,  to  meet  the  needs  of  the  rural  po- 
pulation emphasis  must  also  be  given  to  improving  the  efficiency  of 
energy  use. 

Third,  it  can  be  expected  that  any  improvement  in  the  living  standard 
of  the  rural  population  is  likely  to  require  substantial  increases  in  per 
capita  energy  consumption.  However,  continuing  supplies  of  non- 
commercial energy  are  critically  dependent  upon  a  supporting  eco- 
system. The  present  supply  system  in  rural  areas  is  expected  to  deteriorate 
progressively  because  it  is  inherendy  unsustainable  in  the  face  of  rising 
population  pressures.  Thus,  in  the  absence  of  major  acdons  to  increase 
the  eflFecdveness  with  which  non- commercial  energy  is  used,  it  is  difficult 
to  raise  the  standard  of  living  of  the  rural  poor.'  An  immediate  alter- 
native to  this  would  be  to  replace  (substitute)  the  use  of  non-commercial 
energy.  This,  however,  raises  another  set  of  problems. 

In  this  paper  we  will  first  examine  the  energy  budgets  which  meet  the 
basic  human  needs.  Given  the  lack  of  conceptual  models  relating  energ)' 
consumpdon  to  living  standards,  the  discussions  in  this  section  are  of  a 
preliminary  nature.  The  next  secdon  deals  with  the  estimation  of  basic 
energy  budgets  of  rural  households  in  Indonesia.  An  attempt  at  es- 
timadng  this  basic  energy  budget  for  Indonesia  as  a  whole  (aggregative. 


3  See  Redely  [9] 

4  See  Reddy  [9] 

5  See  Palmedo  et  al.  |7l 

6  Sec  Makhijani 

7  Sec  Palmcdo  el  al.  171 
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nation-wide)  can  only  be  undertaken  with  heroic  assumptions.  For  poHcy 
purposes,  however,  it  is  necessary  to  take  such  a  step  as  a  first  approx- 
imation and,  hence,  the  results  should  be  regarded  as  such.  The  last  sec- 
don  deals  with  the  implications  for  policy  of  the  magnitude  and  structure 
of  rural  households  basic  energy  budgets  in  the  light  of  the  policy  issues 
raised  above. 


ENERGY  AND  BASIC  HUMAN  NEEDS 

The  study  by  Palmedo  et  al.  [7]  provides  a  rough  sketch  of  the  re- 
lationship between  levels  of  per  capita  energy  consumption  and  living 
standards.  Three  levels  of  energy  consumption  has  been  defined,  namely: 

a.  corresponding  to  subsistence:  300-400  kce  (kg  coal  equivalent)  per 
capita  annually; 

b.  corresponding  to  basic  human  needs:  900-1000  kce  per  capita  annual- 

c.  corresponding  to  improved  living  standard:  above  1,450  kce  per  capita 
annually. 

The  study  examines  88  (non-OPEC)  developing  countries,  but  data  on 
non-commercial  energy  consumption  are  insufficient  to  warrant  cross- 
country comparisons.  On  the  basis  of  several  independent  studies  it  was 
found  that  about  400  kce  per  capita  reflects  an  appropriate  level  of  energy 
consumption  to  provide  subsistence.  This  amount  has  been  added  for  the 
rural  population  to  produce  consistent  cross-country  statistics  on  total 
energy  consumption.  A  measurement  of  living  standards  has  been  used  by 
introducing  the  PQLI  (Physical  Quality  of  Life  Index),  a  composite  index 
reflecting  infant  mortality  rate,  life  expectancy  and  literacy.^  This 
measurement  is  introduced  as  an  alternative  to  the  traditional  usage  of 
per  capita  GNP. 

Figure  1  exhibits  the  relationship  between  standard  of  living  (PQLI) 
and  per  capita  energy  consumption,  with  curve  A  denoting  the  "norm" 
values,  which  is  constructed  empirically.  A  PQLI  value  of  70  is  observed 
to  represent  a  situadon  of  minimal  adequacy  for  human  life  ("basic 
human  needs"),  with  the  corresponding  per  capita  energy  consumption 
of  about  960  kce  per  annum.  Figure  1  also  shows  that  to  raise  living  stan- 
dards to  the  level  of  basic  human  needs,  in  many  countries  per  capita 
energy  consumpdon  will  have  to  be  increased  substantially. 


8  For  a  detailed  discussion  on  this  index,  the  reader  may  consult  to  the  ODC  report  of 
John  W.  Seweil,  The  United  States  and  World  Development  (New  York:  Praeger  Publishers, 
1977*,  Note  to  the  Annexes,  pp.  147- 15.1 
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Figure  I :  Relationship  Between  Physical  Quality  of  Life  Index  and  Energy 
Per  Capita 


500         .         1000  1500  2000  2500 

ENERGY  CONSUMPTION  PER  CAPITA 
{kg  COAL  EQUIVALENT) 


In  Indonesia,  adjusting  energy  consumption  estimates  from  non- 
commercial sources  as  done  by  Palmedo  et  al.  [7]  and  combining  them 
with  the  estimated  commercial  energy  consumption  (Table  2),  total 
energy  consumption  per  capita  in  1975  amounted  to  about  480  kce.'  For 
Indonesia,  with  a  PQLI  of  50,  energy  consumption  per  capita  according 
to  the  "norm"  should  be  about  700  kce,  or  about  50%  higher  than  actual- 
ly consumed.'"  It  is  furdier  suggested  that  in  meedng  "basic  human 
needs",  per  capita  energy  consumpdon  in  Indonesia  will  have  to  increase 
two-fold,  to  arrive  at  the  960  kce  level.  It  can  be  imagined  that  such  an  in- 
crease would  create  great  pressures  on  the  supply  system,  especially  rural 
energy  supply  which  consist  of  mainly  firewood  and  other  non- 
commercial types.  As  shown  in  Table  2,  firewood  consumpdon  sdll 
amounted  to  over  50%  of  total  energy  consumpdon  in  1976. 


9  The  formula  used  here  is  as  follows: 

(rural  population  x  400  kce)  +  total  commercial  cnerg)' 
total  population 

10  For  the  value  of  Indonesia's  PQ^LI  sec  Sewell,  op.  cil.  Annex  A 
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Table  3  shows  the  pressures  which  already  existed  at  present  on  the 
supply  of  Firewood.  As  compared  to  the  situation  in  1970,  production  of 
firewood  in  1978  was  only  4.5%  higher  whereas  consumption  was  10696 
higher.  In  1970,  the  surplus  of  firewood  amounted  to  about  1 1396  of  fire- 
wood consumption.  Over  the  1970-1978  period,  it  declined  steadily  to 
reach  only  7.896  in  1978. 


Table  3 


PRODUCTION  AND  CONSUMPTION  OF  FIREWOODa 
(1970  =  100^ 


Production  Consumption  Surplus  as  % 

of  consumption 


1970 

100 

100 

112.6 

1971 

104.0 

111.8 

97.7 

1972 

102.8 

,  124.3 

75.8 

1973 

117.9 

133.8 

87,4 

1974 

118.9 

150.3 

68.2 

1975 

105.4 

162.1 

38.4 

1976 

106.0 

176.4 

27.7 

1977 

105.2 

190.7 

17.3 

1978 

104.5 

206.1 

7.8 

Notes:  ^  Includes  agricultural  residue 

Source:  Estimates  are  taken  from  Satyawati  Hadi  et.  al.  [3] 


As  mentioned  earlier,  firewood  is  the  most  important  source  of  energ)' 
for  rural  households.  As  shown  in  Table  4,  of  total  firewood  consump- 
tion, about  85  to  9096  are  used  by  households  and  the  remaining  10  to 
1596  are  used  as  a  fuel  in  small-scale  and  rural  industries.  Over  the  period 
1970-1976  firewood  consumption  by  households  increased  at  about  1196 
on  average  per  annum. 

Kerosene,  the  most  likely  and  inherently  a  better  subsdtute  for  fire- 
wood, has  its  own  supply  problems.  An  immediate  increase  of  kerosene 
would  significantly  increase  the  cost  of  supplying  it  (through  imports), 
while  the  selling  price  of  kerosene  cannot  be  raised  substantially. 
Kerosene  subsidies,  currently  amoundng  to  about  Rp  40  per  liter  or 
USS  10  per  barrel,  would  increase  still  further.  Total  kerosene  consump- 
tion increased  by  about  1  1.696  on  average  per  annum  over  the  period 
1970-1976  (Table  5),  or  only  slightly  faster  than  firewood  consumption  by 
households. 
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Table  5 


KEROSENE  CONSUMPTION  IN 

INDONESIA 

Total  Kerosene 
consumption 
(million  liters) 

Kerosene  consumption 
per  capita 
(liter) 

Kerosene  consumption 
as  96  of  total 
fuel  consumption 

1970 
1971 
1972 
1973 
1974 
1975 
1976 


2,731 
3,009 
3,291 
3,680 
4,256 
4,869 
5,288 


23.5 
25.3 
27.1 
29.6 
33.4 
37.4 
39.7 


43.5 
43.1 
41.3 
40.0 
39.7 
38.9 
37.4 


Average 
annual 
growth 
rate  (96) 
1970-1976 


11.6 


9.1 


Source:  Pertamina 


This  brief  discussion  purports  to  show  the  existing  and  potential 
pressures  with  regard  to  the  supply  of  basic  energy  needs  of  rural  house- 
holds, namely  firewood  (including  agricultural  waste)  and  kerosene. 


BASIC  ENERGY  BUDGETS  OF  RURAL  HOUSEHOLDS 

Since  basic  energy,  firewood  and  kerosene,  is  not  uniformly  dis- 
tributed across  the  population  (households),  disruptions  in  its  supply  will 
have  different  effects  upon  the  various  groups  in  society.  Therefore,  it  is 
important  to  understand  the  basic  energy  budgets  of  different  house- 
holds. 

The  distribution  of  basic  energy  across  households,  as  exhibited  in 
Table  6,  shows  interesting  features.  Basic  energy  (firewood  and  kerosene 
combined)  is  (almost)  proportionally  distributed  according  to  region 
(Jawa  and  outside  Jawa)  and  according  to  location  (rural  and  urban).  Dis- 
aggregation by  type  of  energy  shows  different  results.  Firewood  is 
relatively  more  important  for  outside  Jawa,  but  kerosene  is  relatively 
more  important  for  Jawa.  This  difibrence  may  reflects  relative  avail- 
abilities. The  distribution  of  basic  energy  across  different  income  levels 
shows  that  in  rural  areas  (both  Jawa  and  outside  Jawa)  one  does  not  find  a 
significantly  difibrent  distribution  of  firewood  and  kerosene.  In  urban 
Jawa,  firewood  is  definitely  more  important  for  the  poor,  but  in  urban 
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Table  6 


DISTRIBUTION  OF  BASIC  ENERGY^  (1976) 
(Percentages) 


Shares 


Population 

Basic  Energy 

Firewood 

Kerosene 

A.  By  Region 

inn 

100 

100 

100 

Jawa 

OO .  i 

60.3 

56.6 

72.7 

Outside  Jawa 

39.7 

43.4 

27.3 

B.  By  Location 

100 

100 

100 

100 

Rural 

82 

87.3 

95.3 

60.3 

Urban 

18 

12.7 

4.7 

39.7 

C.  By  Income  Level^ 

1. 

Rural  Jawa 

100 

100 

100 

100 

—  Below  +  at  poverty 

72.3 

58.5 

59.1 

56.2 

—  Above  poverty 

27.7 

41.5 

40.9 

43.8 

2. 

Urban  Jawa 

100 

100 

100 

100 

—  Below  +  at  poverty 

58.7 

71.0 

77.7 

48.3 

—  Above  poverty 

41.3 

29.0 

22.3 

51.7 

3. 

Rural  Outside  Jawa 

100 

100 

700 

100 

—  Below  +  at  poverty 

65.8 

49.4 

49.8 

47.9 

—  Above  poverty 

34.2 

50.6 

50.2 

52.1 

4. 

Urban  Outside  Jawa 

100 

100 

100 

100 

—  Below  +  at  poverty 

56.5 

36.6 

34.0 

45.5 

—  Above  poverty 

43.5 

63.4 

66.0 

■  54.5 

Notes:  ^  Across  households 

^  Below  and  at  poverty  level  as  defined  by  monthly  per  capita  income  (expenditure): 

—  less  than  Rp  3.999,—  for  rural  Jawa 

—  less  than  Rp  4.999,—  for  rural  outside  Jawa 

—  less  than  Rp  5.999,—  for  urban  Jawa  and  outside  Jawa 

Source:  Estimates  for  firewood  consumption  shares  are  based  on  Raymond  Atje  [1]  and  for 
kerosene  consumption  shares  are  based  on  Hadi  Soesastro  [10] 

outside  Jawa,  firewood  is  relatively  more  important  for  the  higher- 
income  groups. 

Estimation  of  energy  budgets,  especially  where  the  portion  of  non- 
commercial energy  is  large,  runs  the  risk  of  serious  accounting  errors. 
Estimates  become  highly  sensitive  with  the  assumptions  of  conversion  fac- 
tors. Table  7  shows  the  estimates  using  two  different  conversion  factors 
for  firewood  (including  agricultural  waste). 

The  different  assumptions,  however,  may  illustrate  different  concepts 
as  well  with  regard  to  accounting  energy  budgets,  namely  on  the  basis  of 
energy  inputs  or  on  the  basis  of  energy  used  (useful  energy).  The 
difference  in  this  case  reflects  efficiencies.  Assumption  A,  with  a  higher 
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efficiency  of  firewood,  produces  estimates  of  the  magnitudes  of  per  capiu 
basic  energy  budget  which  are  higher  for  the  rural  areas  than  for  the  ur- 
ban areas,  ranging  from  1 1  to  12  liter  of  kerosene  equivalent  per  month 
in  rural  areas  as  compared  to  7.5  to  9  liters  of  kerosene  equivalent  per 
month  m  urban  areas.  This  difference  may  be  accounted  for  by  the  Lt 
that  urban  households  have  slightly  more  energy  options  (gas  and  elec- 
tricity). The  use  of  electricity  in  urban  areas,  is  likely  to  be  an  additional 
consumption  above  basic  human  needs.  It  is  likely,  therefore  that  the 
above  difference  should  also  reflect  inefTiciencies.  With  an  assumption  of 
lower  efficiency  of  firewood  (Assumpdon  B),  the  estimates  of  per  capita 
basic  energy  budget  for  rural  households  approaches  those  for  urban 
households,  amounting  to  around  7  liter  of  kerosene  equivalent  per 
month. 

The  average  figures  in  Table  7  coincide  with  those  for  households  at 
the  poverty  level  (Table  8).  Households  below  the  poverty  level  (sub- 
sistence) consume  less  and  households  above  the  poverty  level  consume 
more  dian  the  average.  The  ratio  of  energy  consumption  between  house- 
holds above  poverty  and  households  below  poverty  is  about  2.5  to  1. 

In  summing  up,  it  may  be  concluded  that  basic  energy  needs  for  rural 
households  may  range  from  7  to  12  liter  of  kerosene  equivalent  per  capita 
per  month.  The  lower  estimate  applies  when  efficiency  of  energy  use  can 
be  increased,  whereas  the  higher  esdmate  applies  for  low  efficiencies.  It 
can  also  be  shown  that  the  pordon  of  firewood  in  the  basic  energy 
budgets  of  rural  households  may  range  from  64  to  8896. 

Suppose  that  for  policy  purposes  one  defines  a  per  capita  basic  energy 
budget  of  12  liter  of  kerosene  equivalent  per  month  to  correspond  to  the 
level  of  basic  energy  needs  for  subsistence.  Suppose  also  that  die  basic 
energy  budget  comprises  of  8096  firewood  and  20  96  kerosene.  Then,  per 
capita  annual  basic  energy  needs  amounted  to  about  144  liter  of  kerosene 
equivalent  or  about  200  kce,  an  amount  which  is  low  in  comparison  widi 
the  study  by  Palmedo  et.  al.  [1]  discussed  earlier." 

The  basic  energy  budget,  defined  as  such,  suggest  a  per  capita  annual 
consumption  of  firewood  of  about  0.86 m3  and  kerosene  of  about  29 
liters. 

The  Study  by  Herman  Haeruman  et.  al.  [2],  as  suggested  by  the  report 
of  Nasendi  [6],  involving  rural  households  in  a  pardcular  locadon  in  West 
Jawa,  seems  to  cover  a  sample  of  households  with  an  income  level  which 


1 1  This  may  suggest  that  the  Palmedo  study  overestimates  energy  needs  for  subsistence  by  a 
factor  of  2.  Further  studies  seem  to  be  warranted  to  settling  diis  difference 
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is  higher  than  the  national  average.  This  study  shows  a  per  capita  annual 
consumption  of  firewood  of  2.08  m3  and  kerosene  of  about  69  liters. 
Such  an  energy  budget  is  approximately  2.4  times  the  basic  energy  budget 
for  subsistence  suggested  by  the  present  study.  It  could  be  hypothesized 
that  raising  the  living  standard  of  the  poor  to  meeting  their  basic  human 
needs  would  require  —  at  least  —  a  doubling  of  the  basic  energy  budget  for 
subsistence. 

Such  an  increase  definitely  has  serious  implications  for  policy,  and 
unless  preparations  are  seriously  made,  the  very  success  of  development, 
in  raising  the  real  income  of  the  poor,  would  create  great  pressures  on  the 
supply  of  energy. 

IMPLICATIONS  FOR  POLICY 

The  above  estimates  are  far  from  perfect,  but  they  could  well  serve  as  a 
first  approximation  to  policy  formulations  at  the  national  level. 

Table  9  compares  the  per  capita  annual  energy  budget  corresponding 
to  basic  human  needs  and  the  national  average  energy  budget  in  1976  for 
households.  If  the  present  structure  of  the  basic  energy  budget  of  rural 
households  is  maintained,  to  meet  the  energy  level  corresponding  to 
basic  human  needs  would  require  an'  increase  of  per  capita  firewood 


Table  9 


BASIC  ENERGY  BUDGETS  FOR  HOUSEHOLDS 

Annual  Energy 

National  Average 

Corresponding  to 

Budget  per  capita 

(1976) 

Basic  Human  Needs^ 

Firewood'^  (m3) 

73 

1.7 

Kerosene  (It; 

36 

58 

Notes:  a  Twice  the  basic  energy  budget  for  subsistence 
b  Includes  agricultural  waste  and  dung 


supply  of  about  2.3  times  and  per  capita  kerosene  supply  of  about  1.6 
times  the  national  averages  in  1976.  If  this  is  to  take  place  within  five 
years,  it  means  that  per  capita  firewood  supply  should  increase  on  average 
by  about  18.1%  per  annum  and  per  capita  kerosene  supply  should  in- 
crease on  average  by  about  9.9%  per  annum. 

Such  a  requirement  should  be  compared  to  the  trends  in  the  past.  Over 
the  period  1970-1976,  per  capita  firewood  consumption  increased  by 
8.6%  per  annum,  whereas  per  capita  kerosene  consumption  increased  by 
9.1%  per  annum. 
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The  implications  for  policy,  when  looking  at  the  problem  from  the 
supply  side,  are  as  follows: 

a.  the  need  to  increase  kerosene  supply  would  be  slightly  higher  than  the 
historical  pattern; 

b.  die  need  to  increase  firewood  supply  is  substandally  higher  than  the 
historical  pattern,  raising  problems  of  feasibility  as  well  as  ecological 
costs; 

c.  given  the  problems  embedded  in  the  present  structure  of  kerosene 
supply  (a  considerable  pordon  is  imported  and  its  prices  subsidized), 
substitudon  of  kerosene  for  firewood  is  likely  to  be  limited ; 

d.  the  use  of  other  types  of  commercial  energy  sources  becomes  feasible  if 
their  prices  are  right. 

Hence,  changing  the  structure  of  supply  -  while  necessary  -  may  not 
be  sufficient.  It  seems  that  changing  the  structure  of  demand  is  imperative 
to  solving  die  problems  at  hand.  What  should  be  done  is  to  increase  the 
efficiency  in  energy  use,  especially  with  regard  to  the  use  of  non- 
commercial energy. 

Such  a  "technological  fixes"  type  of  soludon  does  not  have  the  appeal 
of  a  radical  solution,  but  it  can  do  quite  a  lot.  Suppose  that  the  intro- 
duction of  technologies  to  the  rural  areas  (more  efficient  stoves)  could 
reduce  the  need  for  firewood.  In  case  firewood  consumption  could  be 
reduced  by  3096  due  to  increasing  efficiency,  the  basic  budget  would  be 
reduced  to  9  liter  of  kerosene  equivalent  per  capita  per  month  (7596  fire- 
wood and  2596  kerosene).  The  energy  budget  corresponding  to  basic 
human  needs  would  consist  of  1.21m3  firewood  and  54  liters  kerosene 
per  capita  per  annum.  In  such  a  case,  die  required  growth  of  per  capita 
supply  of  firewood  and  of  kerosene  would  be  reduced  to  1 196  per  annum 
and  8.596  per  annum  respecdvely.  Such  a  situation  may  gready  reduce  the 
pressures  on  the  supply  side.  It  could  well  be  that  kerosene  consumption 
be  slighdy  higher  (some  subsdtution  may  take  place),  which  further 
reduces  the  need  for  firewood. 

As  shown  in  Table  10,  household  use  of  non-commercial  energ)'  in  a 
sample  of  rural  areas  is  very  inefficient  (around  5-1096),  but  tech- 
nological transfer  to  rural  households  may  improve  it  to  20  to  2896." 

What  can  be  achieved  over  a  five  year  period  may  not  be  as  sig- 
nificant as  suggested  above.  This  paper  may  be  inconclusive  as  to 
suggesting  concrete  and  straightforward  solutions.  However,  it  may  have 
shown  that  the  best  policy  option  would  be  the  one  which  formulates 
plans  and  programs  along  a  variety  of  avenues,  with  regard  to  both  the 
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supply  and  demand  sides.  Further  studies  need  to  be  done  to  finding  the 
optimal  mix  of  efforts. 
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DIMENSIONS  OF  SOUTHEAST 
ASIAN  SECURITY 


Jusuf  WANANDI 


I.  INTRODUCTION 

To  understand  the  problems  of  Southeast  Asian  Security  one  has  to 
look  at  both  their  internal  and  external  dimensions  and  the  interconnec- 
tions among  them.  My  basic  hypothesis  is  that  the  interconnection 
becomes  stronger  with  a  deterioration  in  the  resilience  of  the  countries  in 
Southeast  Asia,  individually  and  collectively.  Stated  differently,  the 
greater  the  threats  to  security  which  originate  within  the  country  the 
greater  would  be  the  external  threats  faced  by  the  countiy.  Because  the 
nature  of  the  problem  is  as  such,  the  realm  of  security  in  Southeast  Asia 
involves  a  wide  spectrum  of  affairs,  namely  political,  economic,  social, 
and  even  cultural  and  ideological,  and  is  not  solely  a  military  matter  as  is 
usually  understood  in  the  conventional  sense. 

For  Southeast  Asia,  the  most  immediate  security  problems  faced  over 
the  next  3  to  5  years  originate  from  within  the  respective  countries.  The 
nature  and  degree  of  internal  threats  to  security  depends  upon  the  success 
of  the  respective  governments  to  meet  the  rising  demands  and  expec- 
tations of  the  population,  implying  a  successful  implementation  of 
balanced  development  programs,  encompassing  all  aspects  of  life  and 
taking  into  consideration  national  stability  and  social  justice.  It  is  im- 
mediately clear  from  this  formulation  that  the  tasks  and  challenges  of  the 
respective  governments  are  not  an  easy  matter.  They  become  all  the  more 
difficult  when  external  forces,  deliberately  or  not,  create  an  environment 
which  necessitates  the  respective  governments  to  divert  their  attention  and 
resources. 

External  threats  to  the  security  of  Southeast  Asia  cannot  be  dis- 
counted, but  they  are  likely  to  be  of  a  secondary  nature,  meaning  that  in- 
filtration and  subversion  could  become  effective  only  when  there  are  local 
forces  at  the  receiving  end,  such  as  the  local  communist  parties  or  other 
rebellious  groups.  External  threats  could  become  more  direct  if  national 
stability  and  resilience  of  the  ASEAN  member  countries  deteriorate  as  a 
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result  of  failures  of  their  respective  governments  to  deal  with  the  above 
mentioned  domestic  challenges. 

In  view  of  the  fact  that  the  main  potential  threat  to  the  security  of 
Southeast  Asia  originates  from  within,  section  II  of  this  paper  will  deal 
with  the  internal  dimensions  of  the  security  problems  of  the  ASEAN 
member  countries.  In  section  III  we  will  examine  their  external  dimen- 
sions, which  include  an  analysis  of  the  role  and  power  configuration  of 
the  great  powers  in  the  Southeast  Asian  region. 

II.  THE  INTERNAL  DIMENSIONS 

It  is  not  simple  to  analyse  the  domestic  problems  of  the  ASEAN 
member  countries  within  a  single  framework.  This  is  so,  largely  because 
the  individual  member  countries  have  their  own  history,  cultural  values, 
national  character,  pattern  of  and  condition  for  development.  This  is  ob- 
vious when  one  compares  Indonesia  with  a  population  of  over  140 
million  with  Singapore  with  a  population  of  2.5  million.  Also,  Malaysia 
and  Singapore  were  previously  British  colonies,  the  Philippines  was  under 
Spanish  and  U.S.  rules,  and  Indonesia  was  a  Dutch  colony. 

In  this  paper,  we  will  only  have  a  rough  sketch  of  the  ASEAN  coun- 
tries, more  or  less  in  the  nature  of  a  journalistic  report.  This  paper  does 
not  pretend  to  analyse  all  the  problems  of  the  individual  ASEAN  coun- 
tries, but  rather  attempts  to  examine  the  major  aspects  which  have  a 
direct  bearing  on  the  security  of  those  countries.  The  writer  would 
welcome  elaborations  and  corrections  from  the  participants  from  other 
ASEAN  countries. 

Given  the  many  differences  among  the  ASEAN  countries,  there  never- 
theless are  similar  problems  which  they  face,  namely: 

a.  national  development  with  all  its  side-effects  such  as  changes  in 
cultural  values  of  the  nation  and  inequal  distributions  of  the  gains  of 
development; 

b.  the  unity  of  the  nation  and  state,  still  is  a  real  struggle  of  the  ASEAN 
countries; 

c.  the  establishment  and  development  of  political  institutions  in  con- 
formity with  the  schedule  of  (improvements  in)  economic  develop- 
ment, as  well  as  steady  improvements  in  the  rule  of  law  and  human 
rights; 

d.  the  problem  of  succession  still  is  a  great  challenge  to  the  stability  and 
continuity  of  the  state  and  nation. 
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National  Development 

A  main  problem  which  arises  from' any  development  effort  is  to  secure 
that  it  can  be  sustained  so  that  the  respective  governments  could  fulfil 
their  promises.  At  the  same  time,  it  is  only  through  their  achievements 
that  these  governments  could  maintain  their  legitimacy. 

During  the  last  10  years  the  ASEAN  countries  have  been  able  to 
achieve  high  growth  rates  in  their  economic  development,  between  5  to 
1096  annually.  However,  recent  uncertainties  in  the  international  eco- 
nomy may  affect  performances  of  the  ASEAN  countries.  Continuous  in- 
creases in  the  prices  of  energy  create  pressures  upon  Thailand  and  the 
Philippines.  Still,  because  of  the  quite  abundance  of  natural  resources, 
the  situation  over  the  longer  term  may  not  be  critical.  It  is  likely  that 
short- term  measures  could  overcome  the  above  difficulties.  For  the 
Philippines,  in  particular,  special  attention  should  be  given  to  the 
management  of  its  financial  resources.  Indonesia  may  need  to  adopt  cer- 
tain measures  to  dealing  with  its  inflation  resulting  from  the  devaluation 
last  year,  because  prolonged  high  inflation  rates  directly  affect  the  fixed 
income  earners,  primarily  civil  servants  who  are  the  main  supporters  of 
the  respective  governments. 

Overall,  however,  it  may  be  less  difficult  to  sustain  high  economic 
growth  rates  cojnpared  to  dealing  with  the  side-effects  resulting  from  the 
very  successes  of  economic  development  itself. 

Changes  in  cultural  values  which  accompany  economic  development 
require  a  search  for  a  new  national  identity.  Ideally,  this  will  incorporate 
both  traditional  values  which  remain  viable  and  new  values  coming  from 
abroad.  It  may  take  some  time  to  find  the  proper  balance  between 
traditional  values  and  modern  perspectives.  Reform  in  the  educational 
system  could  smoothen  this  process.  At  present,  not  a  single  ASEAN 
country  has  accomplished  the  process  of  aculturation.  In  this  period  of 
transition,  it  is  expected  that  insecurity  is  quite  widespread  among  the 
population.  However,  in  view  of  the  history  of  the  Southeast  Asian  peo- 
ple, one  can  be  quite  optimistic  that  this  problem  can  be  overcome.  It  is 
in  Southeast  Asia  where  in  the  past  several  cultures  —  Hindu,  Sinic,  and 
Islam  —  had  been  absorbed. 

Development  also  create  other  problems,  namely  explosion  of 
demands,  demonstrative  consumption  patterns,  and  inequalities  in  the 
distribution  of  income.  To  some  extent,  they  are  inherent  in  the  adopted 
development  strategy,  namely  open  economies  relying  upon  the  market 
mechanism. 

Essentially,  the  respective  governments  have  launched  efforts  to  cor- 
rect those  effects,  namely: 
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a.  to  suppress  demonstrative  consumption  patterns,  to  enhance  national 
solidarity  as  well  as  to  fight  corruption,  among  other  things  by  con- 
trollmg  advertisements  through  television  and  other  mass  media  as 
well  as  other  marketing  methods;  and  consistent  efforts  to  eradicate 
blatant  corruption  especially  by  the  ruling  few; 

b.  adoption  of  a  progressive  tax  system,  and  other  social  policies,  such  as 
mcreasmg  public  education,  public  health  and  public  housing  es- 
pecially for  the  poor.  Thus,  even  if  this  group  can  not  -  for  the  dme 
bemg  -  participate  directly  in  economic  development,  they  never- 
theless could  enjoy  the  fruits  of  development. 


National  Unity 

The  unity  of  the  nation  and  state  becomes  a  problem  because  of 
history.  Each  ASEAN  member  country  of  many  ethnical  groups  and 
religious  diversities  tend  to  have  socio-polidcal  implications.  At  present, 
the  Philippines  faces  problem  with  its  Moslem  minorides  in  the  South.' 
Malaysia  still  faces  a  problem  of  segregation  along  edinical  lines,  namely 
between  the  Malays  (4596)  and  die  Chinese  population  (3596).  Singapore  is 
still  struggling  to  build  a  Singaporean  nation.  Thailand  has  many 
minorities  along  its  borders.  Indonesia,  too,  consists  of  many  edinical 
groups. 

Nadon  building,  thus,  becomes  a  necessary  task  for  all  die  respective 
governments.  Through  this  effort,  it  is  hoped  diat  die  minorities,  be  diey 
ethnical  or  religious,  could  be  fully  integrated  into  die  society.  Past  ex- 
periences have  shown  that  minority  groups  could  easily  be  exploited  by 
outside  forces  to  create  internal  unrest  and  instability  widi  die  aim  to 
overthrowing  die  national  governments. 

Religious  fanaticism  is  another  disintegrating  factor.  Initially,  die 
Islamic  revolution  of  Khomeini  in  Iran  had  been  an  inspiration  for  some 
Moslems  in  Southeast  Asia.  However,  having  seen  die  uncertain  con- 
sequences, its  influence  declines.  The  majority  of  die  Moslem  leaders  also 
acknowledged  that  the  situation  in  Southeast  Asia  is  different  fi-om  diat  in 
Iran,  also  that  the  Islam  practiced  in  Iran  is  different  from  diat  in 
Southeast  Asia,  and  more  importantly,  that  religious  elements  alone  can- 
not be  used  as  a  base  for  any  alternative  Government. 

The  crucial  factor  determining  whedier  a  government  could  maintain 
the  support  of  the  population  is  the  degree  to  which  dieir  demands  could 
be  fulfilled  as  well  as  their  participation  in  all  aspects  of  development.  The 
socio-political  implications  of  religious  fanaticism  can  magnify  and  com- 
plicate the  problems  faced  by  the  governments,  but  alone  it  is  not  the 
determining  factor  to  replace  the  government.  This  was  shown  widi  the 
Darul  Islam  case  in  Indonesia. 


42 


DIMENSIONS  OF  SOUTHEAST  ASIAN  SECURITY 

Some  governments  in  Southeast  Asia  have  taken  into  consideration 
the  role  of  Islam  in  the  formulation  and  implementation  of  national 
policies,  because  the  majority  of  the  population  are  Moslems,  especially 
in  Malaysia  and  Indonesia.  Nevertheless,  a  distinction  must  be  made 
between  state  affairs  and  religious  affairs,  for  otherwise  it  could  become  a 
source  of  disintegration  for  the  pluralistic  societies  in  those  countries. 

National  Participation 

Political  development  is  important  because  it  gives  the  population  a 
greater  sense  of  participation,  and  being  involved  in  the  process  of  policy 
making,  greater  support  to  national  development  programs  could  be  had 
from  a  larger  population  base. 

It  cannot  be  denied  that  each  success  in  the  development  creates  more 
diversified  demands  and  greater  expectations,  so  that  economic  gains 
alone  are  not  satisfactory.  Demands  go  beyond  the  need  for  material  well- 
being,  namely  for  a  genuine  rule  of  law,  political  participation,  and  a 
wide  spectrum  of  human  and  civil  rights.  It  should  be  noted,  however, 
that  in  a  developing  country  it  is  important  to  formulate  the  proper 
balance  between  individual  rights  and  communal  rights.  This  balance 
would  depend  upon  the  achievements  in  economic  development,  political 
stability  and  the  degree  of  national  unity.  The  Western  model  and  values 
cannot  be  adopted  indiscretely  for  they  would  only  create  new  demands 
which  —  given  the  prevailing  scarcities  and  constraints  —  cannot  be 
satisfied  as  yet,  and  therefore,  would  only  create  instabilities  which  could 
nullify  the  achievements  already  made. 

Nevertheless,  it  is  never  too  early  to  embark  on  the  process  of  es- 
tablishing political  institutions.  For  they  could  provide  a  mechanism  to 
absorb  the  side-effects  of  economic  development.  Political  parties  are  not 
the  only  important  political  institutions.  Various  other  social  institutions 
have  important  functions:  labor  and  farmer  unions,  youth  and  women 
organizations,  etc.  The  mass-media,  students  and  intellectuals  should  be 
given  special  attention  because  they  are  the  vocal  groups  in  the  society. 

In  sum,  a  sound  political  development  and  in  conformity  with  the 
stages  of  economic  development  is  an  assurance  to  overcoming  the 
negative  implications  of  development.  The  government,  together  with  the 
social  leaders,  could  design  a  long-term  development  plan  in  this  field 
and  properly  implement  this  plan. 

The  Problems  of  Succession 

Democracy  works  when  the  transfer  of  power  can  proceed  smoothly 
and  constitutionally.  The  existence  of  established  socio-political  in- 


43 


THE  INDONESIAN  Q,UARTERLY 


stitutions  could  guarantee  the  continuation  of  development,  meaning 
that  the  fate  of  the  nation  is  not  dependent  upon  a  single  person.  In  other 
words,  political  development  could  gradually  eliminate  the  problems  of 
succession. 

In  the  1980s,  all  ASEAN  countries  will  be  confronted  with  succession 
problems,  solely  because  of  natural  reasons.  Widi  all  their  shortcomings, 
the  present  leaderships  in  the  ASEAN  countries  have  been  able  to  further 
the  development  of  their  respective  countries,  under  a  strong  leadership 
but  with  a  broad  base  of  populace  support. 

Uncertainties  with  regard  to  the  succession  arise  from  the  fact  that  the 
existing  political  institutions,  which  ultimately  will  have  to  manage  the 
transfer  of  power,  have  not  been  tested.  It  is  for  this  reason  that  in 
Southeast  Asia  today  the  importance  of  political  institutional  building  has 
been  widely  acknowledged  by  the  leadership  itself,  the  political  parties 
and  political  organizations  at  large.  Perhaps,  it  is  in  the  Philippines  where 
this  process  has  to  be  accelerated  in  comparison  with  ASEAN  countries. 

The  above  examination  suggests  that  in  solving  the  internal  problems 
faced  by  the  ASEAN  member  countries,  the  role  of  domestic  forces  are 
more  important  than  external  factors.  External  factors  can  exert  a  greater 
influence  when  a  national  crisis  arises.  Hence,  die  failure  to  master  the 
situation  internally  magnifies  and  complicates  the  problems  faced  by  the 
country  as  a  whole. 

The  military  is  an  important  factor  but  alone  it  is  not  sufficient  to  deal 
with  the  complexity  of  national  development  encompassing  all  aspects  of 
life. 

In  each  ASEAN  country  the  military  has  an  important  role  to  play  in 
the  security  and  defense  of  die  country  in  face  of  the  potendal  direats 
from  rebellions  and  extreme  groups  within  their  countries,  but  ultimately 
these  problems  require  political  solutions. 

In  view  of  the  challenges  faced  by  the  ASEAN  countries,  it  is  hoped 
diat  ASEAN  friends,  especially  the  U.S.,  show  greater  understanding  of 
the  values,  history,  tradition,  the  stages  of  economic  and  polidcal 
development  if  the  individual  ASEAN  countries,  so  as  not  to  reinforce  die 
difficuldes  which  already  prevail. 

The  conduct  of  U.S.  foreign  policy  in  the  recent  past  has  been  too 
short-sighted;  human  rights  considerations,  despite  diat  they  are  a  noble 
principle,  cannot  be  applied  indiscretely,  and  need  to  be  weighed  widiin 
the  totality  of  relationships  among  nations.  The  U.S.  cannot  impose  its 
values  to  other  nations,  but  radier  it  can  promote  human  rights  dirough 
mtensive  consultations  with  the  respective  governments.  The  means  die 
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U.S.  had  applied  to  the  Latin  American  countries  cannot  be  transferred  to 
Southeast  Asia.  Even  if  from  a  Western  perspective  certain  authoritarian 
tendencies  can  be  found  in  the  management  of  the  Southeast  Asian  coun- 
tries, yet  the  system  takes  into  consideration  the  well-being  of  the  pop- 
ulation as  a  whole.  Otherwise,  the  leadership  in  these  countries  may  not 
have  remained  in  power  for  more  than  a  decade.  A  strong  leadership  has 
been  accepted  as  a  necessity,  especially  in  the  earlier  stages  of  develop- 
ment, but  must  be  compensated  by  visible  results  and  gains  which  are  also 
distributed  more  equally. 

Foreign  governments  may  have  understood  —  by  now  —  the  real 
dilemma  faced  by  the  governments  in  Southeast  Asia.  However,  public 
opinion  is  also  an  important  aspect  in  the  relationship  among  countries. 
A  sustainable  relationship  requires  participation  of  and  support  from 
larger  segments  in  the  societies.  It  is  mostly  unfortunate  that  the  situation 
in  an  ASEAN  country  is  used  for  internal  politics  in  another  country. 
Visits  by  heads  of  governments  to  other  countries  often  are  accompanied 
by  political  statements  which  are  meant  only  for  their  own  domestic  con- 
sumption. On  the  one  hand,  it  could  create  a  wrong  impression  within 
the  ASEAN  countries  itself  by  encouraging  particular  forces  (opposition) 
to  raise  their  voices,  and  on  the  other  hand,  it  irritates  the  respective 
governments  which  in  turn  would  complicate  the  situation  internally. 

This  being  understood  would  —  over  the  longer  term  —  assist  the 
ASEAN  governments  to  achieve  successful  gains  in  their  development  ef- 
forts. The  rate  of  Western  countries  in  this  respect  can  be  substantial. 
Some  ASEAN  countries  require  aid,  but  in  the  future  trade  and  invest- 
ment must  play  a  greater  role. 

With  regard  to  aid,  it  must  be  recognized  that  Western  government 
should  not  place  too  much  emphasis  on  basic  human  needs  projects  since 
these  projects  are  more  easily  financed  by  domestic  resources.  With 
regard  to  investment,  new  formulate  must  be  found  to  accomodate  the 
host  governments  national  objectives,  primarily  to  distribute  the  gains  of 
development  more  equally,  with  the  profit  orientation  of  the  multi- 
national corporations. 

III.  THE  EXTERNAL  DIMENSIONS 

To  ASEAN  today,  Vietnam  constitutes  the  most  immediate  threat, 
because  of  the  direct  effects  upon  Thailand's  internal  situation  resulting 
from  Vietnam's  military  involvement  in  Kampuchea.  An  open  invasion  by 
Vietnam  into  Thailand  is  not  likely  to  take  place,  but  the  threat  to 
Thailand  could  be  manifested  in  the  pressures  along  Thailand's  borders 
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resulting  from  either  a  hot  pursuit  against  Pol  Pot's  soldiers  or  support 
given  by  Vietnam  to  rebellious  groups  in  Thailand. 

The  possibility  of  an  invasion  into  Thailand  could  not  be  discounted 
m  the  longer  term  because  it  remains  unclear  whether  Vietnam's  am- 
bitions would  not  go  beyond  its  hegemony  over  Indochina,  and  expand 
Its  sphere  of  influence  to  the  whole  of  continental  Southeast  Asia  as  of- 
ficially stated  by  die  Lao  Dong  party.  To  many  observers,  in  the  short- 
term  Vietnam  could  not  implement  such  a  plan  because  Vietnam  already 
faces  great  difficulties  internally.  At  present,  Viemam  is  experiencing 
drastic  set-backs  in  its  economic  development,  difficukies  to  absorb  and 
integrate  the  South  into  a  one  national  endty.  The  burden  of  Vietnam's 
military  involvement  in  Kampuchea  is  becoming  greater  as  dme  passes, 
and  therefore  may  deem  any  further  adventures  into  Thailand  infeasible 
Apart  from  the  long  longistic  lines  it  must  secure  to  make  such  an  opera- 
tion successful,  there  is  no  support  from  within  Thailand  itself,  largely 
because  of  the  Communist  Party  of  Thailand's  orientation  towards  die 
PRC.  Pro-Vietnamese  factions  within  Thailand  remain  insignificant  today 
and  their  prospect  is  not  threatening. 

Vietnam  could  affect  the  stability  of  Thailand,  if  in  a  hot  pursuit  ac- 
tion It  IS  confronted  with  Thai  soldiers  and  would  overrule  the  Thai's 
army  along  the  borders  or  would  occupy  certain  parts  of  Thailand,  for 
example  the  13  provinces  which  have  always  been  a  disputed  area  between 
Thailand,  Kampuchea,  and  Vietnam.  Such  a  situadon  could  increase  die 
political  pressures  upon  the  government  in  Bangkok  for  reasons  that  it 
was  not  able  to  master  the  situadon.  Instability  may  arise  and  die  internal 
situation  in  Thailand  would  become  much  more  complex. 

Vietnam  could  also  affect  Thailand's  stability  dirough  an  increased 
outflow  of  land  refugees  from  Kampuchea  and  Laos  into  Thailand.  At 
present  Thailand  is  already  heavily  burdened  by  the  large  numbers  of 
land  refugees,  esdmated  to  have  reached  600.000  persons. 

The  threats  posted  by  Vietnam  are  indirecdy  supported  by  die  Soviet 
Union  through  their  Treaty  of  Peace  and  Friendship  of  November  1978, 
involving  logisdcs,  intelligence  data,  polidcal  and  economic  support  as 
well  as  an  increased  military  presence  of  the  Soviet  Union  in  Southeast 
Asia  by  obtaining  the  necessary  facilities  at  Danang  and  Cam  Ranh. 

The  Vietnamese  threat  is  greater  because  it  tends  to  become  a  part  of 
the  Sino-Soviet  conflict.  Both  the  PRC  and  the  Soviet  Union  will  cond- 
nuously  try  to  increase  their  spheres  of  influence  in  Southeast  Asia 
through  their  "proxies". 

The  PRC's  involvement  in  the  Indochina  conflict  has  two  opposing 
impacts  upon  the  development  in  the  region.  First,  it  has  demonstrated  its 
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willingness  to  apply  physical  pressures  upon  Vietnam,  and  in  this  way  is 
relieving  some  of  the  pressures  created  by  Vietnam  upon  ASEAN.  Se- 
cond, the  PRC  could  magnify  the  Sino-Vietnamese  conflict  to  the  extent 
which  necessitates  greater  involvement  of  the  Soviet  Union,  the  United 
States  and  ASEAN  as  well  as  in  expanding  die  area  of  conflict  to  the 
region  of  Southeast  Asia  as  a  whole. 

The  immediate  threat  to  ASEAN,  however,  is  Vietnam  because  of  the 
greater  Soviet  threat  which  looms  behind  it.  The  PRC,  on  the  other  hand, 
despite  of  some  convergence  of  interest  with  ASEAN  and  its  possible  role 
in  maintaining  a  power  balance  in  Southeast  Asia,  is  still  considered  a 
potential  threat  to  ASEAN,  although  of  a  more  remote  nature. 

The  convergence  of  interest  between  ASEAN  and  the  PRC,  the  more 
moderate  attitude  in  PRC's  domestic  policies  and  foreign  oudook,  the 
tendencies  of  the  polidcal  leadership  in  the  PRC  to  place  greater  emphasis 
on  govemment-to-government,  rather  than  party- to -party,  relations,  as 
well  as  the  understanding  of  the  necessity  to  support  the  efforts  of  ASEAN 
countries  to  solve  their  overseas  Chinese  problem,  they  all  may  have  an 
effect  upon  Indonesia's  attitude  with  regard  to  its  diplomatic  relations 
with  the  PRC.  It  has  been  argued  that  ASEAN  would  be  able  to  take 
diplomatic  initiatives  to  influencing  the  situadon  in  Indochina  only  after 
Indonesia  reestablishes  its  relation  with  the  PRC.  At  the  same  time, 
ASEAN  should  increase  its  relationship  with  Hanoi.  Stability  in  Southeast 
Asia  could  be  guaranteed  if  ASEAN  adopts  an  active  and  balanced  rela- 
tionship with  both  the  PRC  and  Vietnam. 

ASEAN's  diplomatic  initiatives  vis  a  vis  Vietnam  should  attempt  to 
achieve  two  objectives,  namely: 

a.  to  convince  Vietnam  that  in  order  to  develop  economically  it  cannot 
rely  solely  upon  the  Soviet  Union  and  COMECON,  and  to  obtain 
assistance  from  the  international  community  it  will  have  to  resort  to 
peaceful  means  and  a  genuinely  cooperative  attitude  towards  ASEAN; 

b.  to  find  a  political  solution  on  Kampuchea  because  by  military  means 
Vietnam  cannot  obtain  a  solution  in  the  next  one  to  two  years.  Apart 
from  the  burden  to  Vietnam's  economy,  a  prolonged  military  involve- 
ment by  Vietnam  in  Kampuchea  would  provide  legitimate  reasons  for 
the  PRC  to  continue  and  increase  its  pressures  upon  Indochina  and 
Southeast  Asia  as  a  whole.  Moreover,  such  an  adventure  would 
deteriorate  Vietnam's  relations  with  ASEAN,  extinct  the  Khmer  na- 
tion, and  ultimately  would  totally  isolate  Vietnam  from  the  inter- 
national community.  The  attitude  of  the  international  community  in 
the  United  Nations  today  should  have  taught  Vietnam  a  lesson. 

A  political  solution  in  Kampuchea  would  ideally  require  a  with- 
drawal of  Vietnam's  troops,  a  referendum  of  the  Khmer  people  under  the 
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supervision  of  the  United  Nations,  and  die  establishment  of  a  neutral 
government. 

There  seems  to  be  only  two  alternatives  which  can  be  accepted  by  the 
conflictmg  parties,  including  Vietnam,  namely: 

a.  if  during  the  next  two  to  three  months  Vietnam  could  destroy  the  Pol 
Pot  forces,  there  might  be  a  political  solution  in  Kampuchea  in  the 
sense  of  a  Kampuchea  under  the  sovereignty  of  Viemam  with  a  pro- 
Vietnam  regime,  not  necessarily  headed  by  Heng  Samrin. 

b.  if,  however,  within  the  coming  one-year  period  Vietnam  could  not  eli- 
mmate  the  Pol  Pot  forces,  it  may  have  to  compromise  and  would  have 
to  accept  a  neutral  government  in  Kampuchea,  along  the  lines  as  has 
been  laid  down  in  the  U.N.  Revolution.  Both  alternatives  could  imply 
a  withdrawal  of  Vietnamese  troops  and,  therefore,  would  lessen  the 
pressures  upon  Thailand. 

ASEAN's  diplomatic  initiatives  should  also  be  directed  towards  both 
the  PRC  and  the  Soviet  Union,  primarily  to  get  them  involved  in  ob- 
taining an  immediate  political  solution  in  Kampuchea.  It  is  a  great  urgen- 
cy now  to  increase  humanitarian  aid  to  the  Khmer  people  who  are  greatly 
in  need  of  food  and  medication  as  a  result  of  the  Viemamese  invasion  and 
the  harsh  conditions  under  the  Pol  Pot  regime  earlier.  The  role  of  the 
U.S.  and  Japan  is  crucial.  A  flexible  attitude  on  the  U.S.  side  toward  Viet- 
nam could  influence  Hanoi  to  adopt  a  compromising  attitude  before  it  is 
forced  to  do  so  by  unfortunate  events. 

Apart  from  diplomatic  initiatives,  ASEAN  should  also  be  prepared  to 
respond  militarily  as  the  last  resort.  The  military  capabilities  of  the 
ASEAN  countries  should  be  enhanced  gradually  to  the  level  required  by 
external  threats.  Cooperation  among  the  ASEAN  countries  in  this  field  is 
hkely  to  be  strengthened  although  it  will  not  end  up  as  a  military  pact.  All 
the  ASEAN  countries  are  aware  that  a  military  pact  is  not  the  proper 
response  to  the  immediate  threats  they  are  facing,  namely  those 
originating  internally.  Rather,  they  will  continue  to  enhance  cooperation 
on  a  bilateral  basis,  which  is  seen  to  be  sufficient  as  well  in  dealing  with  ex- 
ternal threats  in  the  near  future.  If  Thailand  faces  a  real  threat  along  its 
borders,  the  other  four  ASEAN  countries  could  independenty  provide  the 
necessary  assistance,  for  example  supplies  of  strategic  material  such  as  oil 
and  food. 

Enhancing  ASEAN's  military  capabilities  will  be  gradual,  so  as  not  to 
create  a  great  burden  upon  economic  and  social  development.  Thus,  in 
the  short-and  medium-term  it  is  confined  to  increasing  their  military 
capabilities  to  deal  with  increased  subversion  and  infiltration.  In  the 
longer  term,  namely  5  to  10  years,  they  can  be  stepped-up  to  facing 
potential  threats  of  a  conventional  nature. 
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In  view  of  this,  the  U.S.  could  assist  the  ASEAN  countries  in  terms  of 
guaranteed  and  orderly  military  sales,  similar  to  recent  arrangements  with 
Thailand. 

ASEAN's  efforts  to  continue  with  economic  development  and  to 
stepping-up  economic  cooperation  also  are  a  necessary  response,  besides 
the  politico-diplomadc  and  military-security  effohs  dicussed  above. 
Cooperation  among  the  ASEAN  countries  in  the  economic  field  seems  to 
have  lost  the  momentum  because  of  the  recent  events  in  Indochina  which 
have  a  direct  bearing  upon  ASEAN's  security. 

It  should  be  noted  that  a  strong  and  broad  based  economic  co- 
operation could  in  the  longer  term  guarantee  the  viability  of  ASEAN.  An 
enlarged  structure  of  economic  cooperation  in  the  Asia- Pacific  region 
could  reinforce  ASEAN  economic  cooperation  through  increased  eco- 
nomic relations  with  the  industrial  countries  in  the  Asia-Pacific  region 
which  are  their  main  trading  partners  and  source  of  capital  and 
technology. 

To  support  ASEAN's  efforts  as  discussed  above,  ASEAN  attempts  to 
maintain  an  external  environment  in  which  there  is  a  balanced  presence 
of  the  four  major  powers  -  the  U.S.,  the  Soviet  Union,  the  PRC,  and 
Japan  —  in  Southeast  Asia.  Such  a  balanced  presence  should  enhance  the 
stability  of  Southeast  Asian  region.  To  achieve  this  objecdve,  a  pardcular 
structure  of  relationship  needs  to  be  established  with  each  of  the  great 
powers. 

The  United  States 

1.  The  U.S.  seems  to  have  reversed  the  trend  of  disengaging  from  the 
Asia-Pacific  region  following  the  Vietnam  debacle.  However,  in  the 
near  future,  it  is  not  to  be  expected  that  the  U.S.  presence  will  be  in- 
creased from  the  minimal  level  prevailing  today.  Closer  relationship 
between  the  ASEAN  countries  with  the  U.S.  Congress  is  needed.  Public 
opinion  in  the  U.S.  has  regained  interest  in  Southeast  Asia,  but  must  be 
strengthened  further  to  support  a  condnued  U.S.  presence  in  the 
region. 

2.  Minimally,  the  U.S.  should  maintain  its  military  presence  in  Southeast 
Asia  (Clark  Field  and  Subic),  as  well  as  a  presence  in  the  Indian  Ocean. 

3.  In  support  of  the  military  security  of  the  ASEAN  countries,  the  U.S. 
should  arrange  for  guaranteed  and  orderly  sales  of  military  hardwares. 

4.  To  support  ASEAN's  efi'orts  to  obtaining  a  polidcal  solution  in  Kam- 
puchea and  to  solving  the  refugees  problem,  the  U.S.  could: 

a.  use  its  leverages  vis  avis  the  Soviet  Union  and  the  PRC  so  as  to  pre- 
vent them  from  expanding  the  Sino-Soviet  conflict  further  into  the 
rest  of  Southeast  Asia; 
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b.  lessen  the  dependence  of  Vietnam  on  the  Soviet  Union  by  taking  a 
more  flexible  attitude  toward  Hanoi; 

c.  economic  assistance  to  ASEAN,  in  the  form  of  ODA  and  private  in- 
vestment and  greater  access  of  ASEAN  manufactured  products  to 
the  U.S.  market. 

5.  To  intensify  consultations  with  ASEAN  as  a  group  as  well  as  with  the 
individual  ASEAN  countries. 


Japan 

1.  Japan  could  assist  ASEAN  mainly  in  the  economic  field,  either  through 
investment  of  capital  and  technology  as  well  as  through  trade.  Japan  is 
and  will  remain  the  major  economic  partner  of  ASEAN. 

2.  Japan  should  gradually  increase  its  polidcal  role.  Japan  could  perform 
a  greater  mediadng  role  in  the  North-South  Dialogue  and  support 
ASEAN's  diplomacy  toward  a  peaceful  soludon  in  Indochina.  In  view 
of  this,  Japan  should  intensify  consultadons  with  the  ASEAN  coun- 
tries. 

3.  With  regard  tojapan's  possible  role  in  the  military  field,  Japan  should 
openly  discuss  and  consult  with  the  ASEAN  countries.  An  openness  on 
the  Japanese  side  is  important  to  avoiding  misinterpretations  or  even 
opposidon  by  the  countries  in  the  region.  Uldmately,  Japan  will  have 
to  go  in  that  direcdon,  but  this  should  proceed  very  gradually,  inidally 
to  defend  its  own  homeland  and  waters,  but  at  a  later  state  to  securing 
the  vital  sealanes  for  Japan.  ASEAN  would  not  necessarily  oppose  such 
a  development  if  Japan  plans  it  gradually,  within  the  defense  pact  with 
the  U.S.,  and  through  consultadons  with  the  countries  in  the  region. 

4.  Japan's  role  in  the  cultural  field  needs  to  be  increased.  Although  it  has 
recently  stepped-up  activides  in  this  field,  but  it  is  sdll  lagging  behind 
Japan's  economic  role. 

The  PRC 

1.  The  PRC  can  become  a  balancing  factor  for  Vietnam  and  the  Soviet 
Union  in  the  Southeast  Asian  region. 

2.  To  enhance  PRC's  credibility  vis  a  vis  the  ASEAN  countries,  the  PRC 
should  prove,  that  it  is  trustworthy  partner,  namely  placing  gi-eater 
reliance  on  government-to-government  relations  rather  than  party-to- 
party  reladons.  Also  it  should  adopt  an  unambiguous  policy  towards 
the  overseas  Chinese  in  Southeast  Asia.  The  PRC  should  also  restrain 
itself  from  fueling  further  the  conflict  in  Indochina. 

3.  The  PRC  could  become  an  alternadve  market  for  ASEAN  products. 

4.  To  pardcipate  in  muldlateral  efibrts  to  maintain  stability  in  Southeast 


50 


DIMENSIONS  OF  SOUTHEAST  ASIAN  SECURITY 

Asia,  the  PRC  should  demonstrate  that  it  is  genuinely  willing  to  adopt 
the  rules  of  the  game  of  the  international  community. 

The  Soviet  Union 

1.  The  Soviet  Union  could  contribute  to  the  stability  of  Southeast  Asia  by 
restraining  Vietnam  from  attacking  Thailand.  The  Soviet  Union 
should  create  an  atmosphere  in  which  Vietnam  could  co-exist  with 
ASEAN. 

2.  The  Soviet  presence  in  Southeast  Asia  is  a  reality.  However,  the  Soviet 
Union  still  has  to  prove  itself  to  be  a  trustworthy  partner.  It  is  only 
recently  that  the  Soviet  Union  reversed  its  attitude  towards  ASEAN, 
and  this  may  only  have  a  tactical  value. 

3.  It  is  also  crucial  that  the  Soviet  Union  demonstrates  self-restraint  with 
regard  to  the  Sino-Soviet  conflict,  for  an  expansion  of  the  Sino-Soviet 
conflict  in  Southeast  Asia  is  most  undesirable  for  ASEAN.  In  view  of 
this,  ASEAN  has  always  taken  a  neutral  stand. 


IV.  CONCLUDING  REMARKS 

The  ASEAN  countries  highly  value  a  stable  and  peaceful  Southeast 
Asia  so  that  they  could  develop  their  countries,  which  is  the  main 
challenge  faced  by  the  ASEAN  countries. 

The  discussion  in  section  II  illustrates  the  challenges  faced  by  the 
ASEAN  governments  internally,  and  how  they  could  directly  threaten  the 
security  of  those  countries.  Correcting  the  side-effects  of  economic 
development  involves  a  wide  range  of  aspects,  and  is  not  an  easy  task  in  an 
environment,  where  the  unity  of  the  state  and  nadon  is  at  stake.  The 
necessary  task  of  political  insdtudonal  building  involves  a  process  and 
cannot  be  accomplished  over-night,  but  consdtute  a  crucial  element  in 
securing  the  continuity  and  sustained  stability  of  the  country.  More  im- 
portantly, it  eliminates  great  uncertaindes  surrounding  die  problem  of 
succession  of  the  nadonal  leadership  in  the  ASEAN  countries.  Although 
the  prospect  is  not  as  pessimisdc  as  viewed  by  many  observers  from  out- 
side the  region,  the  challenges  ahead  remain  great.  It  is  all  the  more  com- 
plicated when  the  external  environment  is  not  conducive  to  suppordng 
the  efforts  of  the  respective  governments. 

In  view  of  this,  a  balanced  presence  of  the  four  great  powers  in 
Southeast  Asia  is  a  necessity.  A  dominadon  of  one  power  would  likely  in- 
vite another  power  to  increase  its  acdvities  to  off-set  the  former,  and  quite 
often  illegidmate  means  are  used. 
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The  U.S.  presence  in  the  region  is  considered  minimal,  nevertheless, 
the  U.S.  presence  in  Southeast  Asia  in  the  post  Vietnam  era  is  basically 
more  sound  that  it  was  previously.  While  a  "superpower-client"  relation- 
ship has  been  the  mode  in  the  past,  at  present  the  nature  of  U.S.  relation 
with  the  ASEAN  countries  is  reflected  in  the  spirit  of  consultations  among 
equals. 

Japan's  presence  in  the  economic  field,  despite  some  dissatisfactions 
here  and  there,  is  generally  accepted  and  encouraged  by  the  ASEAN 
countries.  A  political  role  of  Japan  in  the  Asia-Pacific  region  is  also  en- 
couraged by  the  ASEAN  countries,  but  it  seems  that  Japan  will  need  some 
time  to  formulate  more  concrete  guidelines  in  performing  this  role.  Also, 
a  role  of  Japan  in  the  military  field  in  the  more  distant  future  may  be  in- 
evitable and  therefore,  Japan  should  consult  the  countries  in  the  Asia- 
Pacific  region  on  the  direction  to  be  taken  by  Japan. 

A  role  for  the  PRC  in  the  region  which  can  be  accepted  by  ASEAN 
depends  to  a  large  extent  upon  the  attitude  and  behavior  of  the  present 
leadership  in  Beijing,  reflected  its  internal  policies  and  its  foreign  out- 
look, and  especially  upon  its  stand  with  regard  to  party-to-party  relations 
and  the  problems  of  overseas  Chinese  in  Southeast  Asia. 

The  role  of  the  Soviet  Union  in  Southeast  Asia  is  seen  by  the  ASEAN 
countries  with  the  greatest  ambiguity,  and  will  be  followed  closely.  Most 
important  for  the  ASEAN  countries  would  be  the  policies  of  the  Soviet 
Union  on  the  solution  of  the  Indochina  conflict. 
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The  presence  of  the  multinational  corporation  (MNC),  known  also  as 
transnational  corporation  (TNC),  is  evident  in  international  business  ac- 
tivity. We  shall  use  these  two  terminologies  alternately  and  make  no 
differentiation  between  the  two.  There  are  also  people  who  use  the  term 
multinational  enterprise  (MNE).  For  instance,  in  their  book,  entitled:  The 
Economic  of  Multinational  Enterprise  (Longman,  London,  1979),  Neil  Hood 
and  Stephen  Young  use  multinational  enterprise  which  they  define  as 
"  .  .  .  .  a  corporation  which  owns  (in  whole  or  in  part),  controls  and 
manages  income-generating  assets  in  more  than  one  country.  In  so  doing 
it  engages  in  international  production,  namely,  production  across 
national  boundaries  financed  by  foreign  direct  investment". 

In  this  book,  entitled:  Transnational  Corporations  and  World  Order 
Readings  in  International  Political  Economy  (S.F.W.H.  Freeman  and  Com- 
pany, 1979),  George  Modelski  (ed),  on  the  other  hand,  defines  the  mul- 
dnational  corporation  as  "  ....  a  network  of  enterprises  that  controls  ac- 
tivities and  assets  in  more  than  one  state,  and  most  often  in  three  or  more 
states".  The  term  MNC  has  been  used  in  the  beginning  by  the  United 
Nations  Organisation  and  later  when  "The  Group  of  Eminent  Persons" 
convened  a  meeting  at  the  request  of  the  Economic  and  Social  Council 
the  use  of  the  term  TNC  has  been  proposed  because  of  " .  .  .  .  the  strong 
feeling  that  the  word  transnational  would  better  convey  the  notion  that 
these  firms  operate  from  their  home  bases  across  national  frontiers".  So, 
in  principle,  there  is  no  real  difference  between  these  two  terms.  Hence,  in 
this  working-paper  we  shall  use  the  terms  MNC  and  TNC  alternately. 

The  Role  of  MNC  and  TNC 

As  stated  earlier,  the  presence  of  MNC/TNC  is  a  fact  and  is  evident  in 
international   business   activity,   including  direct   investment,  inter- 
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nationalization  of  production,  marketing,  financing,  etc.  In  his  foreword 
Modelski  says  that  he  is  of  the  opinion  that  the  role  of  MNC  is  quite  im- 
portant in  the  development  of  the  international  business  pattern,  i.e. :  "In 
discussions  of  transnational  corporations,  we  should  bear  in  mind  that 
their  role  as  important  world  structures  will  help  to  determine  the  future 
of  world  order,  and  that  the  world  order  of  tomorrow  will  in  turn  shape 
the  future  of  transnational  enterprises." 

In  other  words,  MNC  can  help  to  re-formulate  the  international 
business  pattern  in  line  with  the  changes  of  international  power  structures 
and,  on  the  other  hand,  the  changing  international  business  pattern  will 
also  determine  the  future  of  MNC. 


MNC  and  TNC  and  The  Era  of  Free  Trade 

Prior  to  discussing  the  future  role  of  MNC/TNC,  a  "flashback"  on 
their  role  during  the  free  trade  era  can  be  seen  as  quite  instructive. 

In  the  1960s  the  international  economy  and  business  had  two  pillars 
on  which  it  rested.  Because  of  these  two  pillars  -  free  trade  and  fixed  ex- 
change rate  -  and  the  availability  of  foreign  aid  to  quite  a  sizeable  extent, 
from  which  the  multinational  corporations  have  also  benefited,  the 
development  of  MNC/TNC  during  that  period  was  very  meaningful  in- 
deed. 

At  that  time,  the  political  stability,  resulting  from  the  presence  of  the 
triangle  of  economic  power  comprising  Western  Europe,  Japan  and  the 
United  States,  and  the  pre-decline  period  in  the  credibility  of  the 
American  leadership  have  helped  in  the  rapid  development  of  inter- 
national business  and  trade.  The  mobility  of  capital,  management  and 
technology  has  been  of  great  help  to  the  development  of  MNC/TNC. 

According  to  Robert  Gilpin  in  his  "Three  Models  of  the  Future"  (see 

Internadonal  Organization,  Vol.  29,  No.  1,  1973),    "  throughout 

history  the  larger  configuration  of  world  politics  and  state  interests  have 
in  large  measure  determined  the  framework  of  the  international 
economy.  Succeeding  imperial  and  hegemonic  powers  have  sought  to 
organize  and  maintain  the  international  economy  in  terms  of  economic 
and  security  interest". 

So  seen  from  the  above  perspective  point  of  view  Gilpin  believes  that 
international  business  at  the  present  time  is  more  or  less  an  American  in- 
vention as  a  dominant  power  in  both  the  economic  and  militaiT  fields. 

After  World  War  II  there  were  efforts  to  establish  a  free  trade  system 
and  a  monetary  system  based  on  a  fixed  exchange  rate.  The  world 
economy  has  recovered  since  1947.  Through  the  Marshall  Plan  West  Ger- 
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many  and  other  West  European  countries  have  been  able  to  re-build  their 
economies  from  the  ruins  of  World  War  II.  After  building  up  its  poten- 
tialities again  in  the  economic  and  business  fields  Japan  has  succeeded  in 
becoming  one  of  the  world  economic  powers. 

Seen  from  the  political  and  economic  points  of  view,  the  recovery  and 
development  of  the  international  economy  and  business  was  based  on  the 
triangular  relationship  between  three  main  non-communist  industrial 
powers  -  the  United  States,  Western  Europe  (where  West  Germany  is  the 
leading  economic/business  power)  and  Japan. 

Under  nuclear  umbrella  and  alliance  among  the  United  States, 
Western  Europe  and  Japan,  Japan  and  the  West  European  countries  have 
been  "pushed"  and  aided  with  a  view  to  enabling  them  to  develop  and  to 
succeed  in  reaching  a  high  level  of  prosperity. 

Japan  has  based  its  economic  structure  on  the  "export-led  economy" 
principle,  and  up  to  a  certain  level  (this  is  also  the  case  with  West  Ger- 
many) has  succeeded  in  penetrating  the  markets  in  the  United  States,  EEC 
and  ASEAN  countries,  Ladn  America,  etc. 

At  present  the  basis  that  has  been  the  main  reason  for  the  rapid 
development  of  the  international  economy  (so  also  the  rapid  develop- 
ment of  MNC  as  the  mechanism  of  implementadon)  is  as  formulated  by 
Gilpin,  i.e.:  "Today,  the  triangular  relationship  of  the  non-communist 
industrial  powers,  upon  which  the  world  economy  has  rested,  is  in  dis- 
array. The  signs  of  decay  were  visible  as  early  as  the  middle  1960s,  when 
President  John  F.  Kennedy's  grand  design  failed  to  stem  the  coalescence 
of  an  inward-looking  European  economic  bloc  and  to  achieve  its  objec- 
dve  of  an  economic  and  political  community  extending  from  Scandi- 
navia to  Japan  and  pivoted  on  the  United  States." 

Gilpin  furthermore  discusses  briefly  the  difficulties  encountered  and 
the  steps  taken  by  the  United  States  because  the  international  business 
and  monetary  systems  then  in  force  have  not  benefited  the  United  States 
economy  and  business.  So  Gilpin  has  in  this  connection  referred,  among 
others,  to  the  measures  taken  by  President  Nixon  beginning  August  15, 
1971.  The  foreign  economic  policy  formulated  by  President  Nixon  in- 
cluded: (i)  tax  on  imports,  (ii)  abolishment  of  the  convertibility  of  the 
dollar  (against  gold.^),  (iii)  devaluation  of  the  dollar  in  December  1971 
and  February  1973,  (iv)  changing  of  the  fixed  exchange  rate  into  floating 
exchange  rate,  (v)  beginning  of  a  series  of  negotiations  in  the  framework 
of  creating  a  new  trade  and  monetary  system. 

In  a  later  development,  i.e.,  the  policy  of  detente,  which  resulted, 
among  others,  in  the  resumpdon  of  diplomatic  relations  between  the 
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United  States  and  the  People's  RepubHc  of  China,  Japan,  for  instance  feh 
that  It  has  not  been  involved  or  consulted  or,  in  other  words,  "ignored". 

During  the  free  trade  era  made  possible  by  the  triangular  power  that 
rested  on  the  economic  strength  of  Western  Europe  and  Japan  and  on  the 
military  strength  of  the  United  States  the  multinational  or  transnational 
corporations  were  allowed  to  develop  freely.  They,  moreover  benefited 
either  direcdy  or  indirectly,  from  foreign  aid  extended  to  the  countries  in 
which  they  operate. 

However,  it  appeared  that  the  polidcal  hegemony  of  the  three  non- 
communist  industrial  powers  has  shown  some  tendency  to  crack 
resulting  in  some  kind  of  friction,  although  efforts  were  made  to  reach  an 
agreement  at  the  Tokyo  Summit  in  1979,  thus  revealing  that  they  too  felt 
responsible  for  the  proper  development  of  the  internadonal  economy 
But  a  reality  that  is  currendy  faced  by  MNC/TNC  is  a  world  full  of  protec- 
tionism that  takes  the  form  of  OMAS  (Organized  Marketing  Agreements) 
or  Organized  Free  Trade.  This  means  that  on  the  political/bureaucratic 
level  there  IS  evidence  of  cracks  in  the  hegemony  of  these  three  non- 
communist  industrial  powers.  They  all  wish  to  maintain  now  their  own 
national  interest  when  facing  nadonal  problems.  It  appears  that  when 
their  national  interest  -  employment,  surplus,  deficit,  inflation,  etc.  -  is 
at  stake,  they  are  prepared,  if  necessary,  to  resort  to  "confrontation",  as 
evidenced  by  the  discussions  among  bureaucrats  of  the  United  States 
Japan  and  the  EEC. 

If  in  negotiations  at  the  political  and  bureaucratic  level  there  is  some 
sort  of  confrontadon  or  fricdon,  the  quesdon  now  is  whether  this  is  also 
reflected  on  the  activity  and  operadonal  system  level  of  MNC/TNC  either 
directly  or  indirectly.  But  in  looking  for  a  way  out  of  this  "hot"  polidcal 
situation   the  muldnadonal  or  transnadonal  corporations  will  not 
probably  take  a  confrontative  atdtude  but  will  perhaps  be  more 
pragmatic  by  taking  an  accommodative  atdtude.  An  interesting  question 
that  props  up  is  the  extent  of  the  collusion  among  MNC/TNC  from  these 
centres  of  economic/business  power  during  their  development  in  a 
changing  internadonal  business  situadon.  Obser^'able  at  present  are  the 
direct  investments  of  MNC  from  Japan  and  certain  West  European  coun- 
tries in  such  industrial  countries  as  Western  Europe  and  the  United  States. 
Direct  MNC  investments  from  Western  Europe  and  Japan  in  the  United 
States  offer  a  good  deal  of  attracdon  and  are  quite  large  iii  number.  Of 
late,  such  international  banks  as  The  Chartered  Bank  (British),  Hong 
Kong  and  Shanghai  Banking  Corporation  (British)  and  some  West  Ger- 
man banks  have  entered  the  American  market  through  the  acquisition  of 
American  banks.  This  is  probably  to  be  attributed  to  the  fact  that  these  in- 
ternational non-American  banks  have  to  follow  the  movements  of  their 
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multinational  corporations  which  operate  in  sectors  such  as  manufac- 
turing. There  will,  of  course,  be  movements  where  the  trend  of  the  ac- 
quisition of  banks  in  the  United  States  is  determined  by  new  legislation 
such  as  experienced  by  the  Hong  Kong  and  Shanghai  Banking  Corpora- 
tion which  endeavours  to  control  one  of  the  large  banks  in  the  United 
States  (Midland  Bank). 

A  Flashback 

In  order  to  understand  the  structure  of  these  Japanese,  West  Euro- 
pean and  American  multinational  corporations,  it  would  be  well  to  give  a 
flashback  regarding  the  characteristics  of  the  MNC/TNC  coming  from 
these  centres  of  economic  power.  There  are  some  differences,  but  these 
are  most  probably  caused  by  historical  development,  structure  of  the 
economy,  style  of  management,  method  of  organization  and  national 
strategy. 

Western  MNC:  In  this  context  we  will  discuss  MNC/TNC  originating  from 
Western  Europe  and  the  United  States. 

These  Western  MNC/TNC  first  began  to  develop  on  a  structure  of 
economy  known  as  "domestic  demand  led  economy".  The  growth  in 
domestic  demand  constituted  one  of  the  bases  on  which  they  developed, 
from  which  they  then  paid  more  attention  to  the  export  possibility  on  the 
international  market.  For  example,  Philips  began  to  expand  their  activity 
as  a  result  of  the  increasing  domestic  demand  and  then  developed  into 
becoming  a  powerful  multinational  corporation. 

The  success  of  these  Western  MNC/TNC  is  to  be  attributed  to  their 
ability  to  combine  properly  the  following  three  sides  of  power,  namely, 
(i)  management/organization,  (ii)  access  to  the  money  and  capital 
markets,  and  (iii)  technology.  This  three-sided  power  structure  is  the 
main  characteristic  of  the  Western  MNC/TNC,  because  in  the  economic 
structure  of  the  West  the  private  sector  plays  a  dominant  role,  where 
government  participation  is  seen  as  an  undesirable  and  unwanted  inter- 
vention that  should  as  far  as  possible  be  avoided.  Most  probably  govern- 
ment participation  in  MNC  of  the  West  is  regarded  as  having  too  many 
nuances.  We  believe  that  a  form  of  participadon  may  be  forthcoming  in 
MNC  originating  from  France  and  West  Germany.  From  the  history  of 
these  two  countries  it  can  be  seen  that  government  participadon  is  more 
discernible  here  than  in  the  other  West  European  countries. 

Japanese  MNC:  The  Japanese  MNC  have  special  characteristics  that  are 
different  from  those  of  the  Western  MNC.  The  present  Japanese  MNC 
have  a  long  history  behind  them,  developing  from  Zaibatsu  in  the  pre- 
World  War  II  period.  These  pre-World  War  II  Zaibatsu  have  been  dis- 
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solved  by  General  MacArthur  when  he  was  the  virtual  ruler  of  occupied 
Japan  after  the  Japanese  surrender.  At  that  time  these  Zaibatsu,  among 
others,  Mitsui  and  Mitsubishi,  were  controlled  and  managed  by  probably 
10  to  11  family  groups.  After  World  War  II  all  Zaibatsu  and  other 
Japanese  MNC  were  no  longer  under  the  control  of  family  groups  and 
have  now  become  "public-Hsted"  companies. 

If  formerly  groups  of  families  controlled  and  managed  the  Japanese 
MNC  (known  also  as  Sogo  Shosha),'  the  present  Japanese  MNC  or  Sogo 
Shosha  are  no  longer  in  the  hands  of  family  groups.  The  Sogo  Shosha, 
which  are,  in  effect,  public  companies  (listed  on  the  Stock  Exchange),  are 
in  reality  controlled  and  managed  by  large  companies  -  banks,  trust 
companies,  insurance  companies,  etc.  (See  appendix  statistical  No.  I), 
For  instance,  one  of  the  Big  Ten  -  Marubeni  Corporation  -  is  owned  by 
large  companies,  that  is,  financial  institutions  (61.5696)  (including  Fuji 
Bank),  and  others  (29.4796),  while  the  public  only  own  8.2196  (most 
probably  also  employees  and  retired  employees  of  Marubeni  Corpora- 
tion). The  Japanese  MNC  are  after  World  War  II  the  products  of  the 
Japanese  national  strategy  so  that  Japan  as  a  nation  can  occupy  a  position 
of  economic  power  in  the  international  economy.  The  Japanese  lost  the 
war  with  the  consequences  attendant  thereupon,  so  they  have  now  to  win 
the  "economic  war".  , 

In  this  national  strategy  the  Sogo  Shosha  play  an  important  role  with 
a  view  to  enabling  Japan  to  implement  the  targets  set  by  its  Planning 
Agency  and  Ministry  of  Industry  and  Trade  (MITI).  That  which  has  been 
targetted  by  the  Japanese  bureaucrats/technocrats  will  have  to  be 
translated  by  the  Sogo  Shosha  into  an  operational  program,  for  which  pur- 
pose a  mechanism  and  organization  will  have  to  be  created  to  implement 
it.  To  enable  them  to  do  so,  the  Japanese  MNC  have  succeeded  in  com- 
bining five  sides  of  power,  i.e. :  (i)  management,  (ii)  access  to  capital  (with 
the  full  support  of  the  Japanese  financial  institutions  and  "adminis- 
trative guidance"  of  the  Central  Bank,  Bank  of  Japan),  (iii)  technology 
(which  they  either  purchase,  hire  or  improve),  (iv)  international  network 
of  branch  offices,  sales  and  information  centres,  and  (v)  governmental 
support  (MITI,  Bank  of  Japan,  etc.).  This  five-sided  power  structure  is,  in 
effect,  supported  by  an  organization  strategy  where  there  are  such 
groupings  as  the  Fuyo  Group,  Daichi  Kangyo  Group,  etc.  There  are 
within  these  groups  efforts  not  to  give  business  to  groups  other  than  their 

1  (i)  Alexander  K.  Young,  The  Sogo  Shosha:  Japan's  Multinational  Trading  Companies,  West- 
view  Press,  1979,  (ii)  The  1 00-Year  History  of  Mitsui  &  Co.,  Ltd..  published  by  Mitsui  &  Co.. 
1977  (translated  by  T.I.  Elliot),  (iii)  John  G.  Roberts,  Mitsui,  Three  Centuries  of  Japanese 
Business,  Weatherhill,  1973,  (iv)  The  Unique  World  of  the  Sogo  Shosha,  Marubeni  Corpora- 
tion, 1978,  and  (v)  M.Y.  Yoshino,  yaftan'j  Multinational  Enterprises.  Hairard  Liniversity, 
1976 
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own.  For  instance,  whenever  Mitsui  gets  a  big  project,  the  machinery,  in- 
surance, shipping,  consultancy,  financing,  marketing,  management,  etc. 
connected  with  the  project  are  practically  not  given  to  outsiders.  This 
group's  strength  is  so  integrated  that  it  has  become  a  formidable 
economic  unity  (closed  conglomerate).  This  superiority  of  the  Japanese 
MNC  over  the  Western  MNC  in  "network"  and  "governmental  support" 
and  the  level  of  integration  within  the  groups,  is  a  combination  of  powers 
that  has  proved  to  be  of  considerable  might.  Many  of  the  Western  MNC 
have  already  been  "pushed"  out  of  the  tradidonal  markets  they  formerly 
controlled,  both  domestic  and  foreign.  This  competition,  which  has  been 
felt  for  a  number  of  years  now,  constitutes  one  of  the  reasons  of  the  fric- 
tion and  "hot"  situation  on  the  polidcal  and  bureaucradc  level.  The  lob- 
bying of  the  Western  MNC  has  gone  on  for  some  time  and  has  shown 
some  success  at  the  political  level. 

Third  World  MNC 

The  development  pattern  of  the  Japanese  MNC  has  modvated  coun- 
tries like  South  Korea  to  create  such  business  groups  as  Hyundai,  Lucky 
Group,  Samyong,  etc.,  while  Singapore  has  its  Temasek  Holdings,  etc. 
and  Malaysia  its  Pernas,  Sime  Darby,  etc.  (See  the  writer's  article  for  East- 
West  Center,  Third  World  MNC  in  ASEAN,  South  Korea  and  Hong  Kong  -  A 
Descriptive  Picture,  September  1979). 

Three  Models  of  MNC/TNC 

The  development  of  MNC/TNC  has  attracted  many  writers,  analysts, 
etc.,  so  that  on  the  basis  of  surveys  and  ideas  that  are  already  known, 
Gilpin  believes  that  there  are  at  present  three  models  of  MNC/TNC 
originating  from  those  points  of  view,  i.e.,  liberalism,  Marxism  and 
economic  nationalism. 

Gilpin  says  that  these  three  models  may  be  classified  as  typically  ideal. 

(i>  Sovereignty-at-Bay  Model 

An  exponent  of  this  view  is  Raymond  Vernon  (see  his  "Sovereignty-at- 
Bay:  The  Multinational  Spread  of  United  States  Enterprises,  New  York,  1971) 
who  puts  it  forward  as  a  model.  Gilpin  says  that  according  to  this  model 
"  ....  an  increasing  economic  interdependence  and  technological  ad- 
vances in  communication  and  transportation  are  making  the  nation  state 
an  anachronism.  These  economic  and  technological  developments  are 
said  to  have  undermined  the  traditional  economic  rationale  of  the  nation 
state.  In  the  interest  of  world  efficiency  and  domestic  economic  welfare, 
the  nation  state's  control  over  economic  afiairs  will  continually  give  way 
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to  the  multinational  corporations,  to  the  Eurodollar  market,  and  to  other 
international  institutions  better  suited  to  the  economic  needs  of 
mankind". 

Multinational  corporations  are  regarded  as  units  that  can  integrate 
the  international  economy  and  business  based  on  the  ideal  of  the 
liberalism.  They  can  become  efTicient  mechanisms  to  integrate  the 
national  economy  into  an  international  economy.  They  can  effectively 
organize  production,  marketing  and  investment  on  a  global  scale  com- 
pared with  a  more  limited,  national  scale.  So  the  national  economy  will 
enter  interdependent  economic  channels,  from  which  it  can  benefit  a 
great  deal  compared  to  what  it  can  expect  when  it  goes  independently. 

Gilpin  given  briefly  his  view  of  this  model  as  follows:  "  ....  the  rise  of 
the  welfare  state  and  the  increasing  sensitivity  of  national  governments  to 
the  rising  economic  expectations  of  their  societies  have  made  them 
dependent  upon  the  benefits  provided  by  a  liberal  world  economic 
system."  This  model  provides  a  picture  of  an  international  world  that  it 
imagines  to  be,  a  world  where  men  cooperate  out  of  their  own  free  will  in 
an  interdependent  economic  system.  The  principal  objective  is  to  achieve 
a  rapid  economic  growth  for  the  common  good.  The  world  that  this 
model  imagines  is  a  world  that  leads  toward  the  development  of  a  service 
economy  with  emphasis  on  knowledge  creating  and  knowledge  process- 
ing, so  that  in  this  way  a  greater  part  of  the  manufacturing  process  can  be 
channelled  to  the  developing  countries.  This  world  system  will,  as  a 
whole,  be  woven  together  with  a  sophisticated  communication  system,  in- 
cluding the  use  of  computers. 

The  orientation  of  Japan  and  the  West  will  be  directed  toward  the 
development  of  a  service  economy  and  is  likened  unto  an  island  that  is 
surrounded  by  a  labour-intensive  global  archipelago.  An  interesdng  type 
of  ideal  that  is  very  remote  from  reality  and  current  world  conditions.  In 
the  following  model  we  shall  see  a  difference  in  viewpoint. 

(ii)  Depencia  Model 

An  analysis  of  the  two  models  shows  that  there  is  some  similarity 
between  the  two  ideals  but  there  is  a  disagreement  in  the  depencia  model 
on  the  motive  of  partners  in  development.  This  model  sees  the  presence 
of  a  hierarchy  and  motive  of  exploitation  rather  than  a  world  economic 
order.  According  to  the  first  model,  it  is  reckoned  that  with  the  growth  of 
the  international  economy  the  equal  distribudon  of  the  results  of  the  ris- 
ing economic  expectations  will  now  be  taking  place  in  the  developing 
countries,  and  this,  it  is  thought,  can  be  done  via  the  effective  and  efficient 
MNC  mechanism.  The  depencia  model  believes  that  as  a  result  of  the 
growth  of  the  international  economy  through  the  MNC/TNC  mechanism 
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the  distribution  of  the  results  of  the  rising  economic  expectations  will  be 
directed  from  the  underdeveloped  periphery  to  the  power  centres  of  in- 
dustry, finance  and  decision-making.  There  are  among  those  favouring 
this  second  model  who  believe  that  the  first  model  is  defending  some 
form  of  imperialism. 

In  this  connection,  Stephen  Hymer  has  put  forward  in  his  article  The 
Multinational  Corporation  and  the  Law  of  Uneven  Development  (Modelski  (ed.) 
op.  cit)  two  laws  of  development,  i.e.:  (i)  Law  that  observes  the  growth  of 
the  multinational  corporations  and  (ii)  Law  of  uneven  development.  The 
first  law  is  about  the  development  of  the  multinational  corporations 
toward  becoming  giant  corporations,  while  the  second  law  says  that  the 
international  economic  development  has  produced  both  welfare  and 
poverty  and  both  growth  and  decadency.  Gilpin  cites  in  this  connection 
Hymer's  words  as  follows : 

"  a  regime  of  North  Atlantic  Multinational  Cooperations  would  tend  to  produce  a 

hierarchical  division  of  labour  within  the  firm.  It  would  tend  to  centralize  high-level 
decision-making  occupations  in  a  few  key  cides  in  the  advanced  countries  surrounded 
by  a  number  of  regional  sub-capitals,  and  confine  the  rest  of  the  world  to  lower  levels 
of  activity  and  income,  i.e.,  to  the  status  of  towns  and  villages  in  an  imperial  system.  In- 
come, status,  authority,  and  consumption  patterns  would  radiate  out  from  these 
centers  along  a  declining  curve,  and  the  existing  pattern  of  inequality  and  dependency 
would  be  perpetuated.  The  pattern  would  be  complex  just  as  the  structure  of  the  cor- 
poration is  complex,  but  the  basic  relationship  between  different  countries  would  be 
one  of  superior  and  subordinate,  head  office  and  branch  office". 

In  this  system  we  see  a  system  of  hierarchy  and  a  system  of  exploitation, 
and  centers  of  decision-making  concentrated  in  New  York,  London, 
Tokyo,  etc. 

This  model  sees  dependency  as  a  situation  in  which  the  economy  of  a 
nation  more  or  less  determines  the  development  and  expansion  of 
another  nation  because  of  this  close  economic  relationship.  Nations, 
which  are  dependent  on  other  nations,  cannot  create  their  own  momen- 
tum to  extricate  themselves  from  this  relation  of  dependency. 

(iii)  Mercantile  Model 

According  to  Gilpin  the  main  element  that  has  been  ignored  by  the 
two  earlier  models  is  the  nation  state.  The  first  two  models  see  the  world 
as  being  organized  and  managed  by  MNC/TNC  originating  from  the 
United  States,  Western  Europe  and  Japan. 

The  mercantile  model,  however,  takes  a  different  view.  Its  main  at- 
titude is  the  protection  of  the  nadonal  interest,  which  in  the  words  of 
Gilpin  is  translated  as  follows:  "  .  .  .  .  views  the  nation  state  and  the  inter- 
play of  national  interests  (as  distinct  from  corporate  interests)  as  the 
primary  determinants  of  the  future  role  of  the  world"  (an  excerpt  taken 
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from  David  Calleo/Benyamin  Rowland's  America  and  the  World  Political 
Economy,  Bloomington,  Indiana  University  Press,  1973). 

The  situation  during  the  years  1960  to  1970,  which  has  produced  a 
healthy  climate  for  the  development  of  MNC/TNC,  is  now  changing  to 
one  that  will  be  more  complex  for  the  further  development  of 
MNC/TNC.  With  the  declining  American  power  and  the  rising  tensions 
and  conflicts  in  the  industrial  countries,  the  international  political  situa- 
tion IS  no  longer  favourable  for  the  MNC/TNC.  At  present  die  world 
economy  is  being  faced  with  keen  competition  in  efforts  to  obtain  a  share 
in  the  international  market,  investment  market  and  sources  of  raw  mate 
rials.  Mercantilism  is  seen  by  Gilpin  as  an  effort  by  governments  to  come 
to  economic  agreements  that  would  generate  profits  for  their  own  in- 
terests. These  interests  are  characterized  by  their  domestic  aspects  -  un- 
employment, price  stabilization,  inflation,  etc.  -  or  by  their  foreign 
policies  -  security,  sovereignty,  etc.  The  principle  in  this  mercantile 
model  IS  to  give  high  priority  to  economic  and  nadonal  polidcal  objec- 
tives compared  to  world  economic  efficiency.  The  different  motives  of 
mercantilism,  according  to  Gilpin,  are:  (i)  desire  to  have  a  surplus  in 
balance  of  payments  (West  Germany,  Japan  and  the  United  States 
(ii)  export  of  unemployment  and  infladon,  (iii)  control  and  supervision 
on  imports  and  exports,  (iv)  desire  to  obtain  a  market  share  of  the  world 
market,  (v)  stimulation  of  advanced  technologies,  and  (vi)  introduction 
of  all  kinds  and  forms  of  protecdonism  for  the  domesdc  industry. 

Writers  of  mercandlism  may  be  divided  into  two  groups,  i.e.,  (i)  diose 
who  see  things  from  the  negative  point  of  view  (malevolent)  and  (ii)  those 
who  see  things  from  the  positive  point  of  view  (benign).  These  two  groups 
believe  that  the  internadonal  world  is  now  proceeding  toward  the  crea- 
tion of  regional  blocs  (EEC,  ASEAN,  LAFTA,  etc.).  Internadonal  trade, 
monetary  agreements,  investments  will  be  more  regional  in  character. 
Regional  economic  reladons  will  change  the  view  of  the  United  States 
which  wants  multilateral  trade,  internadonal  role  of  the  dollar  and 
strength  generated  by  the  United  States  MNC,  according  to  Gilpin.  This 
has  probably  changed  now,  because  the  role  of  the  dollar,  although  still 
dominant,  is  now  declining  and  the  United  States  MNC  are  now  being 
''out-competed"  by  the  Japanese  MNC.  The  group  that  see  things  from 
the  negative  point  of  view  believe  that  regionalism  will  bring  about  rising 
conflicts  in  die  world  economy.  Blocs,  which  are  centred  around  their  in- 
dustrial strength,  like  the  United  States,  Western  Europe,  Japan  and 
Russia,  will  clash  on  matters  of  marketing,  currency  and  outlets  for  their 
investments. 


The  other  group  of  writers  of  mercantilism  are  of  the  opinion  that  the 
forming  of  blocs  would  help  stabilize  their  international  economic 
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relations.  The  presence  of  blocs  may  provide  a  strong  basis  for  the  attain- 
ment of  a  better  regulated  and  more  decisive  woHd  economic  order.  At 
present  nations  give  high  priority  to  domestic  stability  and  policies  to 
arrive  at  a  low  level  of  unemployment  rather  than  to  international  rela- 
tions which  they  see  only  as  a  means  to  achieve  something  for  the  national 


mterest. 


Gilpin's  Conclusion 

The  process  toward  the  forming  of  blocs  should  be  seen  as  a  reality. 
Gilpin  believes: 

"In  a  world  economy  composed  of  regional  blocs  and  centers  of  power,  economic 
bargaining  and  competition  would  predominate.  Through  the  exercise  of  economic 
power  and  various  trade-offs,  each  center  of  the  world  economy  would  seek  to  shift  the 
costs  and  benefits  of  economic  interdependence  to  its  own  advantage.  Trade,  monetary 
and  investment  relations  would  be  the  consequence  of  negotiations  as  nation  states  and 
regional  blocs  sought  to  increase  the  benefits  of  interdependence  and  to  decrease  costs. 
This,  in  fact,  has  been  the  direction  of  the  evolution  of  the  international  economy,  from 
a  liberal  to  a  negotiated  system,  since  the  rise  of  large  and  rival  economic  entities  in  the 
latter  part  of  the  nineteenth  century.  Therefore,  debate  and  policy  planning  today 
should  not  focus  on  economic  independence  or  dependence  but  on  the  nature  and 
consequences  of  economic  interdependence". 

System  of  Bargaining  and  Competition 

The  coming  years  will  be  a  period  of  summit  meetings  such  as  those 
held  in  Tokyo,  etc.  in  both  the  economic  and  monetary  fields,  based  on 
bargaining,  negotiation  and  spirit  of  competition.  This  Mercantile  model 
will  be  more  acceptable  than  the  Sovereignty-at-Bay  and  Depencia 
models.  The  national  interest  is  given  first  priority,  while  international 
relations  and  business  relations  are  seen  from  the  point  of  view  of 
whether  or  not  they  are  of  benefit  to  the  national  interest. 

The  free  trade  and  fixed  exchange  rate  systems  are  no  longer  with  us. 
These  pillars  are  those,  on  which  the  economy  of  the  industrial  powers  - 
the  United  States,  Western  Europe  and  Japan  -  rested,  and  constitute  just 
a  page  in  the  international  biisiness  history. 

The  national  or  bloc  interest  has  changed  free  trade  into  OMAS 
(Organized  Marketing  Agreements),  Organized  Free  Trade,  another  ter- 
minology for  a  form  of  protectionism.  Although  officially  almost  all  the 
leaders  of  the  industrial  powers  (the  United  States,  Japan  and  Western 
Europe)  do  not  like  to  go  back  to  the  era  of  protectionism,  the  national 
interest  (unemployment,  inflation,  deficit  in  the  balance  of  payments,  etc.) 
has  forced  them  to  accept  these  arrangements  which  are,  in  effect,  forms 
of  protecdonism.  Japan  has  in  this  framework  been  more  or  less  forced  by 
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the  international  world  to  accept  them.  Hence,  its  "export-led-economy" 
is  now  in  the  process  of  change  into  a  domestic-demand-led-economy" 
Japan  is  in  the  process  of  changing  the  structure  of  its  economy  into  an 
mtensive-knowledge  industrial  economy,  which  is  creating  the  basis  for 
the  development  of  a  service  economy. 

The  system  of  bargaining  and  negotiadon  among  the  nations'  and 
regional  blocs'  leaders  is  an  important  characterisdcs  in  dmes  to  come. 


The  Changes  in  the  International  World  and  the  Future  of  MNC 

The  changes  in  the  internadonal  world,  the  presence  of  proliferation 
in  the  power  structure  among  industrial  powers  (the  United  States 
Western  Europe  and  Japan),  etc.  will  prove  to  be  of  great  influence  to 
MNC/TNC.  ^ 

Hood  and  Young  believe  the  aspects  that  will  affect  the  future  of  the 
MNC/TNC  may  be  idendfied  as  follows: 

(i)  Proposals  and  Meetings  Regarding  the  New  International  Economic  Order 
Both  writers  are  of  the  opinion  that  although  the  proposals  of  the 

New  International  Economic  have  far-reaching  consequences  and  cannot 
be  entirely  implemented,  the  mood  of  the  Third  World  be  seen  from  the 
tact  that  there  are  signs  that  Third  World  countries  would  take  unilateral 
steps  against  MNC/TNC. 

(ii)  Improved  Economic  Relations  Among  Socialist/Communist  and  Western  Coun- 


tries 


With  improved  economic  reladons  between  the  Western  and  Eastern 
blocs  a  wider  opportunity  would  be  provided  to  MNC/TNC.  The  five- 
sided  and  three-sided  power  structures  possessed  by  them  would  enable 
them  to  have  a  better  opportunity  to  act  as  partners  of  experience  and 
strength.  We  can  see  that  in  this  connection  the  Western  and  Japanese 
MNC/TNC  would  be  in  a  better  posidon  to  do  so  now  that  the  People's 
RejDubhc  of  China  has  opened  its  doors  to  the  outside  world.  Inter- 
national banks  have  increase  their  efforts  to  enter  the  Chinese  mainland 
market  with  various  proposals  and  consortiums. 

(iii)  Issues  in  the  Trade  and  Monetary  Sectors 

The  powers  that  want  to  introduce  the  different  forms  of  protec- 
tionism as  reflected  in  the  rising  number  of  obstacles  that  are  non-tarifTin 
nature  (which  is  nowadays  one  of  the  characteristics)  will  affect  the  activit%' 
of  the  MNC/TNC.  ^ 

Investments  that  will  become  defensive  in  character  and  intra-trade 
among  MNC  will  experience  a  decline. 
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At  present  the  Japanese  and  Western  MNC  (international  banks  and 
manufacturing  companies)  have  already  made  direct  investments  in  the 
United  States. 

(iv)  Declining  Economic  Leadership  of  the  United  States 

According  to  the  two  writers  the  position  of  the  American  leadership 
as  an  economic  power  is  declining  in  the  international  world,  although  in 
the  military  field  it  is  regarded  as  still  having  great  strength.  Most 
probably  in  certain  sectors  Russia  exceeds  the  United  States  in  military 
strength.  The  declining  economic  position  will  affect  the  non-American 
MNC,  while  the  amounts  that  are  channelled  in  the  form  of  military  aid 
and  expenditure  are,  also  decreasing.  This  means  that  the  American  MNC 
no  longer  receive  a  meaningful  support  from  the  amounts  of  aid  and  ex- 
penditure that  are  extended  for  military  purposes. 

(v)  Regional  Cooperation 

The  expansion  of  the  EEC  cooperation  and  the  possibility  of  other 
regions  cooperating  together  would  provide  an  interesting  opportunity  to 
MNC  and  would  also  provide  those  that  are  members  of  the  regional 
cooperation  with  more  bargaining  power.  We  see  ASEAN  develop  into  a 
unit,  and  the  MNC/TNC  see  this  as  an  expansion  of  the  market.  Since 
some  of  the  banking  MNC  have  already  operated  for  a  long  time  in  the 
ASEAN  countries,  international  banks  like  The  Chartered  Bank,  Citibank 
and  Bank  of  America  have  already  been  operating  in  ASEAN,  while  some 
ASEAN  banks  like  Bangkok  Bank  (with  branch  offices  in  Singapore  and 
Jakarta)  have  not  yet  been  permitted  to  have  branch  offices  in  other 
ASEAN  countries. 

(vi)  Declining  Resources 

Although  it  is  predicted  that  producer  "cartels"  would  be  developing, 
this  has  not  yet  come  to  pass,  except  OPEC.  The  prospect  of  a  decline  in 
resources,  as  seen  from  a  long-term  point  of  view,  would  strengthen  the 
position  of  producer  nations  vis-a-vis  MNC/TNC. 

(vii)  National  Governments  will  be  More  Restrictive 

Regulation  on  the  national  level  and  probably  also  on  the  regional 
level  would  become  more  restrictive  toward  the  activity  of  MNC  and 
stricter  control  would  also  be  exercised.  This  constitutes  a  tendency,  that 
would  affect  the  eagerness  of  MNC/TNC  to  invest  in  developing  coun- 
tries. There  should  be  more  flexibility  on  the  part  of  the  top  manage- 
ment of  MNC  in  facing  this  mood  now  prevailing  in  developing  coun- 
tries. 
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(viii)  The  Rise  of  MNC  in  the  Third  World 

In  order  to  create  a  counter-vailing  power  or  because  they  are- in- 
spired by  the  success  of  the  MNC  from  Japan,  etc.,  many  Third  World 
countries  have  already  begun  to  create  MNC  that  may  be  classified  as 
Third  World  MNC.  We  see  developments  in  this  respect  in  South  Korea, 
Singapore,  Taiwan,  Malaysia  and  Ladn  America.  The  process  is  develop- 
ing very  fast  and  will  have  an  influence  on  the  extent  of  the  area  of  activity 
of  the  MNC  in  the  Third  World.  East-West  Centre  had  conducted  a 
seminar  in  September  1979  to  discuss  aspects  of  Third  World  MNC. 

ASEAN  and  Multinational  Corporations 

The  view  submitted  here  is  one  of  so  many  given  by  writers  and 
analysts  in  ASEAN.  The  influence  of  MNC/TNC  on  ASEAN  is  in  each 
case  probably  different  in  intensity  and  focus,  so  that  it  would  be  difficult 
to  specify  the  various  influences  MNC  have  on  the  ASEAN  economy  or 
business. 

ASEAN  View  Probably  Similar  to  Mercantile  Model 

In  facing  MNC,  the  ASEAN  nations  are  probably  inclined  toward  the 
Mercantile  model.  Th6  national  interest  is  given  first  priority.  Inter- 
national reladons,  diplomacy,  direct  investment,  foreign  aid  and  the  op- 
portunity for  MNC/TNC  to  operate  in  ASEAN  are  for  the  national  in- 
terest which  is  the  basis  for  the  formulation  of  economic  policies  in 
ASEAN.  In  reality  the  formula  for  the  national  interest  is  not  so  easy  to 
specify  or  cast  in  a  consistent  operational  program. 

MNC  Operating  in  ASEAN 

For  centuries  MNC  have  been  the  feature  in  the  economy  of  ASEAN, 
so  MNC  operating  in  ASEAN  may  be  identified  as  follows: 

a.  MNC  which  have  already  been  operating  in  ASEAN  before  World  War 
II  and  have  come  from  Great  Britain  and  other  West  European  coun- 
tries. Among  these  MNC  are  Harrisons  &  Crossfield,  Guthrie, 
Inchcape,  East-Asiatic,  Coutinho  Caro,  Unilever,  Bridsh-American 
Tobacco  Co.,  Philips,  Nestle,  etc.,  which  have  now  been  operating  in 
ASEAN  with  head-offices  outside  ASEAN; 

b.  MNC  which  have  already  been  established  and  have  been  operadng  in 
ASEAN  before  World  War  II  but  have  now  been: 

—  nationalized  by  the  respective  governments,  such  as  was  the  case 
with  the  Dutch  MNC  like  Borsumij,  Geo  Wehry,  some  of  the  Dutch 
banks,  etc. ; 
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—  MNC  taken  over  through  the  acquisition  of  their  shares  on  the 
Stock  Exchange  Hke  Sime  Darby  (efforts  to  buy  the  majority 
shareholding  of  Guthrie  by  Sime  Darby)  have  not  yet  proved 
successful ; 

c.  MNC  from  Western  Europe,  the  United  States  and  Japan  which  after 
World  War  II,  when  the  political  stability  has  returned  in  ASEAN,  have 
made  direct  investments  there; 

d.  MNC  established  in  ASEAN  after  World  War  II,  i.e.: 

—  as  a  result  of  the  changing  of  international  MNC  into  state  enter- 
prises operating  in  Indonesia  (Bank  Bumi  Daya,  Bank  Dagang 
Negara,  the  different  Niaga's  or  trading  firms,  state  plantations, 
etc.); 

—  established  by  the  respective  governments  themselves,  i.e.:  Pernas 
(Malaysia),  Pertamina  and  Pupuk  Sriwijaya  (Indonesia),  Temasek 
Holdings  (Singapore-owned  Singapore  Airlines,  Development  Bank 
of  Singapore,  etc.); 

—  development  of  private  enterprises,  i.e. :  Kuok  Brothers  (Malaysia), 
United  Overseas  Bank  Group  (Singapore),  Bangkok  Bank  Group 
(Thailand),  Salim  Group,  Astra  Group,  Jaya  Group  (Indonesia), 
Desini  Group,  Soriano  Group,  Ayala  Group,  Gokongwei  Group 
(the  Philippines). 

MNC  from  Japan  and  The  West 

If  we  observe  the  activity  of  MNC  from  Japan  and  the  West,  the 
Japanese  MNC  are  predominant  in  the  manufacturing  sector  in  ASEAN, 
while  the  United  States  MNC  are  concentrating  their  efforts  in  the  extrac- 
tive industry,  especially  oil. 

In  the  banking  sector,  almost  all  international  banks  have  their 
branch  or  representative  offices  or  are  operating  jointly  as  merchant 
banks  in  ASEAN,  particularly  in  the  financial  centre  in  Singapore. 
Japanese,  West  Germany,  British  and  French  banks  have  already  been 
operating  on  an  ASEAN-wide  scale. 

In  the  manufacturing  sector,  the  Japanese  MNC  with  their  five-sided 
power  structure  are  active  in  the  textile  and  automotive  industries.  .Their 
predominance,  among  others,  has  been  based  on  the  principle  of  ob- 
taining the  largest  possible  market  share.  For  this,  these  Japanese  MNC 
are  not  only  the  forerunners  in  the  participation  in  joint  ventures  but  act 
also  as  merchant  and  commercial  banks.  They  are  able  to  provide  all 
kinds  of  credit  like  trade  credits,  credits  for  the  purchase  of  equipment 
and  raw  materials,  etc.,  and  in  this  manner  they  can  out-compete  West 
European  and  American  MNC. 
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If  we  observe  the  number  of  direct  investments  (in  the  form  of  equity 
capital  invested  in  joint-venture  firms)  and  compare  them  with  other 
kinds  of  credit,  which  they  have  extended  as  some  kind  of  service  to  keep 
their  large  share  of  the  market,  and  if  the  amount  of  direct  investment  per 
MNC  is  esdmated  at  about  US$  100  million,  then  the  credit  facility  that 
has  been,  or  is  being,  extended  could  amount  to  ten  times  that  much.  The 
greater  part  of  this  credit  facility  is  of  a  short-term  and  medium-term 
nature.  This  pattern  is  applicable  to  almost  all  ASEAN  countries,  where 
the  Japanese  MNC  operate. 

Prime  Minister  Lee  Kuan  Yew  of  Singapore  has  recently  made  public  a 
comparison  of  the  number  of  MNC  from  Japan  and  the  West  that  invest 
in  Singapore.  The  accompanying  table  of  comparison  shows  the  value 
added'  per  worker  of  the  Japanese  MNC  is  lowest  when  compared  with 
those  of  the  Dutch  and  Bridsh  MNC.  The  conclusion  taken  by  Prime 
Minister  Lee  is  that  the  Japanese  firms  do  not  use  machinery  but  rather 
manual  workers,  in  whom  Singapore  is  currendy  lacking. 

Some  Consequences  Which  Need  Attention 

I         ii)  The  Domination  of  MNC  in  the  Manufacturing  Sector 

In  ASEAN  countries  like  Indonesia,  Thailand  and  probably  also  die 
Philippines  but  relatively  not  so  in  Singapore  (American  and  Bridsh)  and 
Malaysia,  the  manufacturing  sector  is  for  a  large  extent  dominated  by 
Japanese  MNC.  Since  the  possibility  of  financing,  especially  by  the  capital 
market,  is  very  limited,  in  almost  all  joint-ventures,  be  they  Japanese  or 
other  international  firms,  the  foreign  counterparts  always  invariably  own 
the  majority  shares.  Although  there  is  a  reguladon  that  says  that  in  ten 
years'  time  5196  of  the  shares  should  be  owned  by  the  nadonal  counter- 
parts, in  pracdce  this  could  not  be  realized,  because  of  lack  of  capital 
funds  on  the  part  of  the  nadonal  shareholders,  except  in  a  few  cases  where 
the  nadonal  side  is  strong  financially.  This  is  pardcularly  so  in  Indonesia 
and  possibly  also  in  the  Philippines.  This  majority  dominadon  must  be 
overcome  through  the  establishment  of  institutions  or  mechanisms  that 
enable  the  countries  concerned  to  obtain  direct  access  to  the  inter- 
national capital  market.  The  best  example,  we  believe,  is-  die  effort  made 
by  South  Korea  in  that  direction.  Carefully  selected  South  Korean  foreign 


1  This  value  added  is  the  contribution  made  by  a  firin,  involved  with  others  in  the 
manufacture  of  a  product  or  in  extending  a  service,  to  tlie  monetan,'  value  of  that  com- 
modity or  service,  that  is,  the  cost  of  materials  or  the  cost  of  the  particular  finished 
product  as  purchased  from  another  firm,  is  deducted  from  the  market  value  of  the 
product  when  it  leaves  a  given  enterprise.  The  enterprise  "adds  value"  to  the  ultimate 
product 
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exchange  banks  and  projects  are  allowed  to  attract  capital  from  the  inter- 
national money  and  capital  markets  through  consortiums  and  bond 
issues.  Another  way  is  to  legislate  that  joint-venture  firms  gradually  sell 
part  of  their  shareholdings  to  the  public  via  the  Stock  Exchange.  This  is 
being  done  in  Indonesia.  PT  Semen  Cibinong  and  PT  BAT  (British 
American  Tobacco  Company)  have  already  gone  public  and  will  be 
followed  soon  by  PT  Centex.  The  number  of  shares  sold  on  the  Stock  Ex- 
change is,  however,  only  a  small  pordon  of  the  entire  shareholding. 

(ii)  Increasing  Dependency  or  Interdependency? 

The  higher  the  number  of  MNC  operating  in  an  ASEAN  country,  the 
more  they  are  orientated  toward  their  head-offices  in  Japan,  Western 
Europe  and  the  United  States.  This  is  especially  so  with  the  Japanese 
MNC,  many  of  which  operate  in  ASEAN  countries.  Hence,  there  is  a 
tendency  that  the  volume  of  the  import  and  export  trade  between  ASEAN 
and  Japan  will  also  increase.  Raw  materials  like  timber,  oil,  rubber,  baux- 
ite, copper,  etc.  are  exported  to  Japan,  while  the  need  for  industrial  raw 
materials  because  of  the  increased  activity  in  the  manufacturing  sector  are 
imported  more  and  more  from  Japan.  Is  this  therefore  a  dependency  or 
interdependency?  In  reality  it  is  a  new  kind  of  dependency.  For  instance, 
if  building  construction  in  Japan  shows  a  decline,  timber  exports  from 
Indonesia  also  experience  a  decline.  Again,  the  recession  in  Japan  in  1973 
has  greatly  affected  the  raw  material  production  sector  in  Indonesia, 
which  involved  also  the  shipping  sector. 

(iii)  Consumers  and  Assortments 

With  increased  assortments,  which  consdtute  products  of  the  MNC, 
consumers  are  now  confronted  with  a  greater  choice.  As  a  result  of  this, 
the  market  becomes  more  compedtive,  so  that  better  service  must  be 
provided  since  in  a  market  where  there  are  a  great  deal  of  assortments 
consumers  are  inclined  to  be  more  choosy. 

Variations  in  form,  colour,  type,  etc.  in  the  assortments  of  consump- 
tion goods  and  other  goods  benefit  consumers  belonging  to  the  middle 
class.  Transistor,  radios,  motor  bicycles,  etc.  have  already  penetrated  the 
villages  and  this  helps  speed  up  communications  considerably. 

(iv)  More  Competitive? 

In  the  services  sector  such  services  as  those  provided  by  national 
enterprises  -  insurance,  banking,  shipping,  etc.  —  appear  to  have  im- 
proved greatly  with  the  entry  of  MNC  in  this  sector.  In  the  manufacturing 
sector  there  is  heavy  compeddon  from  the  side  of  the  MNC  from  the 
West,  for  instance,  in  the  medium-sized  and  small-scale  industries  like 
soft  drinks  and  textiles.  There  are,  however,  some  nadonal  enterprises 
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which  have  been  able  to  compete  successfully  with  these  international 
MNC,  i.e.: 

(a)  Bottled  tea,  produced  by  a  national  firm  in  Indonesia,  against  Coca 
Cola: 

(b)  PT  Distinct  Semen  against  another  cements  MNC  like  Kaiser  In- 
dustries; 

(c)  Singapore  Airlines  against  other  foreign  airlines; 

(d)  United  Overseas  Bank,  in  Singapore  against  foreign  banks,  and  similar- 
ly Bangkok  Bank  in  Thailand. 

If  a  careful  survey  is  made,  we  shall  come  up  with  a  situadon  where  the 
national  firms  have  succeeded  in  competing  with  MNC  from  Japan  and 
the  West. 

(v)  Building  Up  a  Spirit  of  Innovation 

MNC  with  their  three-sided  or  five-sided  power  structure  have  in- 
spired both  private  and  state  entrepreneurs  to  establish  MNC,  known  as 
Third  World  MNC,  which  combine  the  five  sides  of  power.  We  shall  bring 
to  the  fore  here  a  few  examples,  for  a  more  comprehensive  discussion  of 
which  please  see  the  writer's  working-paper  on  Third  World  MNC  sub- 
mitted at  the  seminar  held  by  the  East-West  Center,  i.e.: 

(a)  Temasek  Holdings:  Singapore  has  been  able  to  combine  the  five  sides 
of  power  and  has  succeeded  in  establishing  such  enterprises  as 
Singapore  Airlines  and  Development  Bank  of  Singapore  in  the  public 
sector  and  such  enterprises  as  United  Overseas  Bank  Group,  Oversea- 
Chinese  Banking  Corporadon  Group  and  Union  Overseas  Bank 
Group  in  the  private  sector; 

(b)  Pernas  Group:  The  government-owned  Pernas  Group  in  Malaysia 
have  succeeded  in  controlling  an  ASEAN/international  MNC  like  Sime 
Darby.  In  the  private  sector  there  are,  for  instance,  the  Bumi  Putra 
Berhad  Bank,  United  Malayan  Banking  Group  and  the  Kuok  Group 
(Kuok  is  regarded  as  the  sugar  king  of  Asia); 

(c)  The  Bangkok  Bank  Group  and  other  bank  groups  in  Thailand; 

(d)  The  development  of  the  Ayala  Group,  Soriano  Group,  Desini  Group, 
etc.  in  the  Philippines,  for  instance,  has  been  inspired  by  the  success- 
ful concept  of  general  trading  firms  in  Japan  and  probably  also  in 
South  Korea; 

(e)  The  Astra  Group,  Salim  Group,  Bouraq  Group,  Soedarpo  Group, 
Jaya  Group,  etc.  in  Indonesia,  including  government  enterprises  like 
Pupuk  Sriwijaya,  Semen  Gresik,  Garuda  Indonesian  Airways,  PT 
Timah,  etc. 
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It  may  be  said  that  among  the  ASEAN  countries  or  among  the  enter- 
prises mentioned  above  there  is  some  kind  of  "cross  investment".  For  ex- 
ample, the  Bangkok  Bank  Group  is  responsible  for  the  establishment  of 
Distinct  Semen,  while  the  Kuok  Group  is  answerable  for  the  establish- 
ment of  the  Bogasari  flour  mill  and  a  sugar  factory  in  the  Lampung  area 
in  South  Sumatra. 

(vi  ■  For  the  Greater  Part  of  Exports  the  Services  of  MNC  from  Japan  and  West  Are 
Used 

The  export  of  raw  materials  like  dmber  and  plywood  the  services  of 
the  Japanese  MNC  are  used,  although  there  are  national  enterprises 
which  have  successfully  penetrated  the  European  and  American  markets 
directly.  However,  insofar  as  the  export  of  raw  materials  is  concerned  the 
Japanese  MNC  sdll  play  a  dominant  role.  This  is  more  discernible  in  the 
export  sector  of  industrial  products.  For  those  products  exported  to 
Singapore  the  Japanese  MNC  channels  are  sdll  used.  This  is  also  the  case 
with  industrial  products  from  Indonesia.  The  more  so  if  these  industrial 
export  products  are  products  made  by  joint-venture  enterprises.  This  is 
not  surprising,  because  Japanese  MNC,  as  mendoned  earlier,  have  such 
efficient  internadonal  networks  that  Western  MNC  consider  them  also  as 
formidable  competitors. 

For  the  export  of  industrial  products  a  certain  specific  expertise  is 
needed  arid  is  quite  different  from  the  export  of  raw  materials.  An  assort- 
ment of  products  and  services  always  accompany  export  of  industrial 
products,  including,  among  others,  financing,  the  granting  of  credits, 
after-sales  service  and  information. 

(vii)  General  Trading  Firms  Are  Necessary 

For  the  marketing  of  industrial  products  on  the  international  market 
it  is  necessary  that  ASEAN  countries  pay  attention  to  the  concept  of 
general  trading  firms  and  their  operadonal  mechanism.  South  Korea  has 
succeeded  in  implemendng  this  concept  as  evidenced  by  the  presence  of 
such  MNC  as  Hyundai  and  Lucky  Group.  In  the  case  of  Indonesia,  this 
concept  of  general  trading  firms  is  also  not  a  new  one.  We  know  here 
before  World  War  II  the  Dutch  "Big  Ten",  among  others,  Borsumij  and 
Internatio,  and  such  national  trading  firms  as  Central  Trading  Company 
and  Kian  Gwan  Concern,  while  a  start  has  also  been  made  with  those 
forms  and  sizes  are  simpler  and  smaller.  It  would  be  better  still  if  this  con- 
cept could  be  implemented  on  the  ASEAN  level.  At  present  Sime  Darby, 
controlled  by  the  shareholders  in  Malaysia  and  in  the  Board  of  Directors 
of  which  also  sit  representatives  from  the  Philippines  and  Singapore 
(none  yet  from  Indonesia  and  Thailand),  may  be  regarded  as  an  ASEAN 
general  trading  firm. 
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(viii)  Negotiation  and  not  Confrontation 

MNC  are  in  the  midst  of  the  economic  activity  of  ASEAN.  The  attitude 
of  the  decision-makers  in  ASEAN  is  to  look  for  a  level  of  understanding 
and  for  working  arrangements,  which  could  be  of  benefit  to  the  develop- 
ment of  the  national  economy,  however,  in  accordance  with  the  ability, 
capability  and  national  interest  of  each  member  nation.  Conflicts, 
challenges,  frustrations,  etc.  should  be  tables  at  the  time  of  negotiation  or 
discussion.  This  all  would  be  done  in  ASEAN,  but  it  is  only  those  MNC 
that  could  look  ahead,  be  flexible  and  persevering,  and  give  first  priority 
to  the  national  interest  that  could  find  a  place  in  the  development  of  the 
ASEAN  economy.  On  the  other  hand,  the  ASEAN  governments  as  hosts 
of  these  international  MNC  must  also  be  able  to  take  more  consistent 
decisions,  so  that  in  so  doing  they  could  enhance  their  credibility  in  the 
eyes  of  the  international  MNC. 

According  to  the  writer,  the  period  of  confrontation  with  MNC  has 
apparently  elapsed  now,  so  we  must  be  able  to  show  some  degree  of 
maturity.  The  coming  era  is  an  era  of  negotiated  settlements.  The  inter- 
national world  will  be  based  on  this  understanding,  and  indirectly  also  on 
the  MNC  and  nation  state  level.  The  possibility  is  therefore  great  that  each 
incompatibility  should  be  brought  forward  on  the  negotiation  table  with 
a  view  to  reaching  a  consensus. 

(ix)  MNC/TNC  See  ASEAN 

The  development  of  ASEAN  as  a  regional  cooperation  entity  should 
be  watched  closely  because  this  could  expand  their  market  and  scope  of 
operation  in  ASEAN.  There  are  already  a  few  (non-ASEAN)  of  them 
operating  in  ASEAN,  i.e..  Chase,  Citibank,  Chartered  Bank,  Hong  Kong 
and  Shanghai  Banking  Corporation,  Bank  of  America  and  such  enter- 
prises as  Unilever,  BAT,  Philips  and  a  few  other  MNC  which  are  domicil- 
ed and  incorporated  in  ASEAN  like  Sime  Darby,  Bangkok  Bank,  Garuda 
Indonesian  Airways,  Singapore  Airlines,  Thai  Airways,  Malaysian  Airline 
System,  etc. 
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Table  3 


MAJOR  STATISTICS  OF  MANUFACTURING  ESTABLISHMENTS  WITH  FOREIGN 
INVESTMENTS  IN  SINGAPORE  AS  AT  END  1978' 


Value  Added/ 
Worker  ($) 

 1  

U.S. 

27.279 

Netherlands 
61,913 

japan 
1.'5,.533 

U.K. 
.51.922 

F.R. 
Germany 

1     7  94. 
ID,  /  .fi*r 

Total 
Manufacturing 
21,406°* 
(Industry 

A  \'f>ra  (TP  1 

Ompul  ($  million) 

.5,1  16 

3,660 

2, .54.5 

4,675 

292 

19,377'"' 

%oi' total 

manuracturing 
output 

26.1% 

18.7% 

13.0% 

23,9% 

l.,5% 

1 00% 

Foreign  Invcstnienl 

1.600 

904 

801 

791 

144 

5,242 

(5  million) 

%  of  total  foreign 
investment 

17.2% 

15.3'V, 

15.1% 

2.7% 

100% 

Fjiiployitient 

43.367 

8,449 

41,510 

17,551 

9,184 

236,693"" 

%  of  total 

manufacturing 

emplovmcnt 

18.3% 

3.6% 

17.. 5% 

7.4% 

3.9% 

100% 

'  EDB  Annual  Sur^ev  of  Manufacturing  Activity  1978 
~°  Figures  Include  Local  Investments 
Source:  Business  Times,  October  16,  1979 


Table  4 


WAGE  COMPARISON  OF  ASIAN  COUNTRIES 
(Mean  Monthly  Salar\-  in  US.$)- 

Counirv  Mechanical  Skilled 


Engineer  Worker 


Japan 

1.244(100) 

1,161  (100) 

Singapore 

7  10(  57) 

206  (  18) 

Taiwan 

407 (  33) 

167  (  14) 

South  Korea 

507  (41) 

318(  27) 

Hongkong 

627  (  50) 

255  (  22) 

Thailand 

460  (  37) 

86  (  7) 

Indonesia 

786  {  63) 

137  (  12) 

Malaysia 

677  (  54) 

181  (  16) 

Pliili])])ines 

191  (  15) 

81  (  7) 

Note     :  Index  in  brackets  with  Japan  =100 

Source  :  Business  Asia,  May  19.  1978,  Business  Times,  October  16,  1979 
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R.  SUBEKTI 


I.  DEFINITION 


Arbitration  is  the  settlement  of  a  dispute  by  a  judge  or  judges  chosen 
or  designated  by  the  parties  themselves  who  are  involved  in  the  dispute. 
Mr.  Sidik  Suraputra  S.H.  in  his  essay  under  the  heading  "Some  handi- 
caps against  the  implementation  of  international  arbitration",  edited  by 
the  Centre  for  Legal  and  Economic  Studies  of  the  Law  Faculty  of  the  Uni- 
versity of  Indonesia,  quotes  a  definition  given  by  Frank  Elkouri  and  Edna 
Elkouri  in  their  book  "How  Arbitradon  Works",  Washington  D.C.,  1974, 
which  is  as  follows:  "Arbitration  is  a  simple  proceeding  voluntary  chosen 
by  parties  who  want  a  dispute  determined  by  an  impartial  judge  of  their 
own  mutual  selection;  whose  decision,  based  on  the  merits  of  die  case, 
they  agreed  in  advance  to  accept  as  final  and  binding."  Mr.  Z.  Azikin 
Kusumah  Atmadja  S.H.,  Jusdce  of  the  Supreme  Court  of  Indonesia,  in  his 
speech  under  the  heading  "Enforcement  of  Foreign  Arbitral  Awards" 
delivered  in  a  seminar  held  by  the  Indonesian  Nadonal  Board  of  Arbi- 
tration (BAND  in  conjunction  with  the  International  Chamber  of  Com- 
merce (ICC)  on  September,  13,  1978  in  Jakarta,  said  that  "arbitradon  is 
the  business  community's  self  regulatory  pracdce  of  dispute  setdement". 
The  settlement  of  disputes  by  means  of  arbitradon,  was  since  long  a  well- 
known  pracdce  in  Indonesia.  The  Code  of  Civil  Procedure,  in  force  as 
from  the  year  1849,  contains  provisions  on  arbitration  and  the  execudon 
of  arbitral  awards,  while  The  Act  on  the  Supreme  Court  of  1950  contains 
provisions  for  the  appeal  against  such  awards.  However,  insdtudonalized 
arbitration  has  just  come  into  being  on  3rd  December  1977,  when,  at  the 
initiative  of  the  Indonesian  Chamber  of  Commerce  and  Industry,  the 
Indonesian  Nadonal  Board  of  Arbitradon  was  established.  This  is  a  body 
set  up  to  render  semce  to  the  public,  especially  the  business  world,  for  the 
formation  of  an  arbitral  tribunal  to  setde  disputes  arising  from  contracts 
m  the  field  of  commerce,  industry  and  finances.  The  Board,  popular  un- 
der the  name  of  BANI  (abbreviation  of  "Badan  Arbitrase  Nasional  Indo- 
nesia"), the  Indonesian  name  of  the  Board,  is  composed  of  a  Chairman, 
a  Vice-Chairman,  three  members  and  a  Secretary.  It  entertains  a  list  of 
Arbitrators  consisting  of  persons  of  high  knowledge  and  integrity,  such  as 
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retired  Justices  of  the  Supreme  Court,  law  professors,  experts  in  finances 
and  other  prominent  persons.  In  the  exercising  of  its  function,  the  Board 
is  independent  (autonomous)  and  may  not  be  intervened  by  any  other 
body  or  authority.  The  Indonesian  National  Board  of  Arbitration,  which 
has  its  seat  (office)  in  Artha  Loka  Building,  jalanjenderal  Sudirman  2,  Ja- 
karta, is  at  this  very  moment  the  only  permanent  arbitration  institution 
which  renders  service  for  the  settling  of  disputes,  both  of  a  national  as 
well  as  of  an  international  character. 

The  basis  for  the  competence  of  an  arbitral  tribunal  is,  according  to 
the  Code  of  Civil  Procedure,  in  the  first  place  an  arbitration  agreement, 
which  is  called  a  "compromise".  By  this  is  meant  an  agreement  between 
two  parties  who  are  involved  in  an  already  arisen  dispute,  to  that  end  that 
this  dispute  will  be  decided  upon  by  an  arbitrator  or  a  team  of  arbi- 
trators. Another  possibility  is,  that  two  parties  in  a  contract  include  in 
this  contract  a  so-called  "arbitration  clause",  i.e.  a  provision  stipulating 
that  eventual  disputes  arising  from  foresaid  contract  shall  be  submitted  to 
an  arbitrator  or  an  arbitral  tribunal. 


II.  ARBITRATION  AGREEMENT  AND  ARBITRATION  CLAUSE 

According  to  the  Code  of  Civil  Procedure,  arbitration  has  to  go  about 
rights  which  the  parties  can  dispose  upon.  It  is  not  allowed,  on  penalty  of 
nullity,  to  conclude  an  arbitral  agreement  with  regard  to  donations  and 
legacies  for  allimentation,  lodging  and  clothes,  with  regard  to  divorces  or 
separations  between  husband  and  wife,  and  with  regard  to  the  status  of  a 
person.  The  arbitral  agreement  has  to  be  put  in  writing  and  signed  by 
both  parties;  in  case  the  parties  are  not  able  to  sign,  the  agreement  has  to 
be  made  before  a  notary  public.  The  agreement  shall  contain  the  subject 
matter  of  the  dispute,  the  names  and  domiciles  of  the  parties  and  also  the 
name(s)  and  domicile(s)  of  the  arbitrators),  who  shall  be  always  in  an 
odd  number.  The  arbitral  agreement  shall  fix  a  time  limit  within  which 
the  dispute  submitted  to  arbitration,  shall  be  decided  upon,  and  in  case 
there  is  not  fixed  such  a  time  limit,  then  the  mandate  given  to  the  arbi- 
trator's) will  last  for  six  months  commencing  from  the  day  they  have 
accepted  their  appointment. 

Under  Indonesian  Law  there  is  no  substantial  distinction  between  the 
so-called  "arbitration  agreement"  under  which  the  parties  submit  an  al- 
ready arisen  dispute  to  arbitration  and  the  so-called  "arbitration  clause" 
under  which  they  agree  to  submit  in  the  future  arising  dispute  in  con- 
nection with  a  certain  contract  they  have  concluded,  to  arbitration.  Both 
have  the  same  following  consequences:  1.  exclusion  of  jurisdiction  of  the 
courts  of  law,  and  2.  reference  of  the  matters  of  dispute  to  arbitration. 
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which  means  that  they  are  obhged  to  take  part  in  the  arbitration  pro- 
ceedings. 

The  BANI  recommends  all  parties  wishing  to  make  reference  to  BANI 
arbitration,  to  use  the  following  standard  clause  in  their  contracts:  "All 
disputes  arising  from  this  contract  shall  be  finally  settled  under  the  Rules 
of  Arbitration  of  the  BANI  by  arbitrators  appointed  in  accordance  with 
the  said  Rules." 


III.  THE  ARBITRATORS 

(a)  Capacity  to  be  an  Arbitrator 

Arncle  617  of  the  Code  of  Civil  Procedure  says,  that  everyone  who  is 
allowed  to  be  an  agent,  is  also  allowed  to  be  appointed  arbitrator.  By  this 
is  meant  that  every  person  who  is  capable  to  act  in  law,  can  be  an  arbi- 
trator. 

Ardcle  34  of  the  Code  of  Civil  Procedure  forbids  Judges,  public  pro- 
secutors and  recorders  of  the  Courts  to  be  arbitrators.  According  to  a 
provision  of  the  Code,  also  women  and  minors  are  not  allowed  to  be 
arbitrators,  but  insofar  as  regards  women,  the  Supreme  Court  has  since 
long  ruled  that  women  have  completely  the  same  rights  as  men.  Further, 
the  newly  promulgated  Marriage  Act  of  January  1974,  in  ardcle  31  ex- 
pressly stipulates  that  the  wife  has  the  same  capacities  as  the  husband  to 
perform  jurisdc  acts. 

(b)  Appointment  of  Arbitrators 

The  method  by  which  arbitrators  are  to  be  nominated  and  dieir 
number,  are  in  principle  determined  by  agreement  of  the  parties.  Ardcle 
619  of  the  Code  of  Civil  Procedure  says:  If  the  pardes  cannot  agree  on  the 
choice  of  the  arbitrator(s),  dien  at  the  request  of  the  interested  party,  the 
arbitrator(s)  shall  be  appointed  by  the  Judge  who  would  be  competent  to 
hear  the  dispute,  if  there  was  no  arbitral  agreement. 

In  case  the  parties  have  referred  to  arbitration  by  the  Indonesian 
Nadonal  Board  of  Arbitration,  then,  in  the  case  of  disagreement  in  the 
choice  of  the  arbitrator(s),  the  Board  will  appoint  the  arbitrator(s).  Accor- 
ding to  the  Rules  as  set  up  by  the  Board,  the  third  arbitrator  who  will  pre- 
side the  team  of  arbitrators,  will  anyway  be  appointed  by  the  Chairman  of 
the  Board,  after  taking  into  consideration  the  proposals  from  the  re- 
spective arbitrators  of  both  pardes,  who  each  in  free  choice  can  propose 
two  candidates  from  among  the  list  of  arbitrators  of  the  Board.  This 
makes  possible  to  choose  a  foreigner  as  arbitrator,  provided  that  the  third 
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arbitrator,  who  will  be  the  Chairman  of  the  team  of  arbitrators,  is  of 
Indonesian  nationality. 

(c)  Remuneration  of  Arbitrators 

As  a  rule,  the  tribunal  itself  will  fix  the  amount  of  the  fees  of  the  arbi- 
trators. Each  party  has  to  pay  the  fee  for  his  arbitrator,  while  the  fee  for 
the  chairman  will  be  shared  among  both  parties  at  equal  basis. 

The  amount  of  the  fees  will  depend  upon  the  merits  of  the  case,  but 
according  to  the  Rules  of  Procedure  as  set  up  by  the  Indonesian  Board  of 
Arbitration,  the  total  sum  of  the  fees  for  all  arbitrators  may  anyway  not 
exceed  twice  the  amount  of  the  administration  fee.  The  board  has 
adopted  a  tariff  of  administration  costs,  varying  from  3  percent  (for  small 
cases)  and  0.25  percent  (for  big  cases)  of  the  total  arnount  of  the  claim. 

IV.  THE  PROCEDURE  OF  ARBITRATION 

According  to  the  Code  of  Civil  Procedure,  the  hearings  before  Arbi- 
trators shall  be  carried  out  in  the  manner  and  within  the  time  limits  as 
indicated  by  the  parties  in  the  arbitral  agreement,  or  if  there  is  nothing 
said,  as  will  be  pointed  out  by  the  arbitrators.  In  case  the  parties  have  re- 
ferred to  arbitration  under  the  auspicy  of  the  Indonesian  National  Board 
of  Arbitration,  they  have  of  course  to  follow  the  Rules  of  Proceedings  as 
set  up  by  the  Board.  However,  it  is  allowed  that  the  Tribunal  by  agree- 
ment of  both  parties  will  hear  the  dispute  according  to  a  regulation 
deviating  from  said  Rules,  provided  that  such  agreement  will  be  made  ex- 
plicitly and  vwitten. 

The  procedure  before  an  arbitral  tribunal  under  auspicy  of  the  Board, 
is  as  follows:  The  arbitral  procedure  commences  with  the  filing  (re- 
gistration) of  the  request  for  arbitration,  in  the  registers  of  the  Board,  by 
the  Secretary.  The  request  for  arbitration  shall  contain: 

a.  the  full  name  and  residence  (domicile)  of  both  parties; 

b.  a  summary  of  the  dispute; 

c.  what  is  claimed. 

To  the  request  has  to  be  added  a  copy  of  the  agreement  to  bring  the  dis- 
pute before  an  arbitrator/an  arbitration  tribunal  (called  the  arbitration 
agreement)  or  a  copy  of  the  contract  containing  the  arbitration  clause.  In 
his  request  for  arbitration,  the  claimant  can  appoint  (choose)  an  arbi- 
trator or  leave  the  appointment  of  his  arbitrator  to  the  Chairman  of  the 
Board.  The  Secretary  shall  not  file  (register)  the  request  in  the  Board's  re- 
gister, so  long  as  the  costs  of  registration  and  administradon  as  sti- 
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pulated  in  the  Regulation  on  the  costs  of  arbitration  are  not  paid  in  ad- 
vance by  the  claimant.  The  Board  will  declare  the  request  as  un- 
admissible,  in  case  the  arbitration  agreement  or  the  arbitration  clause  in 
the  contract  is  considered  insufficient  to  sustain  the  competence  of  the 
Board  to  deal  with  the  dispute.  The  decision  on  the  unadmissibility  of  the 
request  for  arbitration  by  the  Board,  shall  be  notified  to  the  claimant 
within  thirty  days  at  the  latest.  The  administration  costs  will  be  refunded 
to  claimant. 

When  the  arbitration  agreement  or  the  arbitration  clause  is  con- 
sidered sufficient,  the  Chairman  of  the  Board  will  issue  an  order  to  deliver 
a  copy  of  the  request  to  the  respondent,  including  an  order  to  the  respon- 
dent to  submit  his  written  standpoint  and  answer  within  thirty  days.  In 
this  answer  the  respondent  has  to  appoint  (choose)  an  arbitrator  or  leave 
the  appointment  of  his  arbitrator  to  the  Chairman  of  the  Board.  When  in 
his  answer  he  fails  to  appoint  an  arbitrator,  it  will  be  interpreted  that  he 
leaves  the  appointment  of  his  arbitrator  to  the  Chairman  of  the  Board. 

In  case  both  parties  have  appointed  their  respective  arbitrators,  the 
Chairman  of  the  Board  will  appoint  an  arbitrator  to  preside  the  team  of 
arbitrators  who  will  hear  the  dispute.  The  appointment  of  this  third  arbi- 
trator shall  take  place  after  taking  into  consideration  the  proposals  from 
the  respective  arbitrators  of  both  parties,  who  each  in  free  choice  can  pro- 
pose rwo  candidates  from  a  list  of  arbitrators,  attached  to  the  Board.  In 
case  both  parties  fail' to  appoint  an  arbitrator,  the  Chairman  of  the  Board 
will  appoint  a  team  of  three  arbitrators  to  hear  and  decide  the  dispute. 
When  the  dispute  is  considered  simple  and  easy,  the  Chairman  can  ap- 
point a  sole  arbitrator  to  hear  and  decide  the  dispute.  The  arbitrators  ap- 
pointed by  the  Chairman  of  the  Board,  are  chosen  from  the  list  of  arbi- 
trators as  foresaid. 

As  soon  as  the  respondent's  answer  is  received,  by  order  of  the  Chair- 
man of  the  Board,  a  copy  of  it  shall  be  delivered  to  the  claimant.  At  the 
same  time,  the  Chairman  orders  to  both  parties  to  appear  before  a  session 
of  the  Arbitral  Tribunal  (the  team  of  arbitrators),  to  be  held  at  such  time, 
fourteen  days  at  the  latest  after  the  issuance  of  the  order,  with  the  noti- 
fication that  they  are  allowed  to  be  represented  by  an  agent  with  a  special 
power  of  attorney.  Also  in  the  event  that  the  respondent,  after  elapsing  of 
thirty  days  does  not  submit  any  answer,  the  Chairman  of  the  Board  will 
order  a  summon  to  both  parties  to  appear  before  the  session  of  the  Tri- 
bunal. In  his  answer  or  at  the  latest  at  the  first  session,  the  respondent  may 
submit  a  counter-claim.  This  counter-claim  will  be  heard  and  decided 
simultaneously  and  jointly  with  the  original  claim.  When  on  the  fixed 
day,  the  claimant,  notwithstanding  he  has  been  duly  summoned,  does  not 
appear,  the  Tribunal  will  declare  his  request  for  arbitration  cancelled. 
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When,  on  the  other  hand,  the  respondent  does  not  appear  without  any 
acceptable  reason,  the  Chairman  will  order  that  he  will  be  summoned 
once  more  again  to  appear  on  a  day  to  be  fixed  later,  at  the  latest  fourteen 
days  after  the  issuance  of  the  order.  In  case  the  respondent  does  not 
appear  again  without  any  acceptable  reason,  then  the  hearings  will  con- 
tinue in  his  absence  and  the  claim  will  be  allowed,  except  it  is  considered 
by  the  Tribunal  as  not  based  on  the  law  or  justice. 

When  both  parties  appear,  the  Tribunal  shall  first  try  to  reach  a  settle- 
ment. If  such  a  settlement  is  reached,  the  Tribunal  will  make  a  deed  of  it 
and  condemn  the  two  parties  to  abide  by  the  settlement.  Otherwise  the 
Tribunal  will  continue  the  hearings  on  the  subject  of  the  dispute  to  be 
decided  upon.  Both  parties  will  be  asked  to  explain  their  respective  stand- 
points and  to  submit  evidence  to  sustain  those  standpoints.  If  it  is  con- 
sidered necessary,  the  Chairman  of  the  Tribunal,  at  the  request  of  either 
party  as  well  as  at  his  own  initiative,  will  summon  witnesses  or  experts  to 
be  heard.  Before  giving  their  evidence  or  their  reports,  witnesses  or  ex- 
perts can  be  asked  to  take  an  oath.  Though  a  witness  or  expert  cannot  be 
compelled  to  appear  before  the  tribunal,  the  tribunal  can  always  ask  the 
Chief  Judge  of  the  competent  District  Court  to  hear  such  witness  or  ex- 
pert. 

The  proceedings  of  the  hearings  shall  be  closed  to  the  public.  The 
death  of  one  of  the  parties  does  not  stop  the  consequences  of  an  arbi- 
tration agreement  nor  that  of  an  arbitration  clause;  the  authority  of  the 
arbitrators  shall  also  not  be  considered  to  be  revoked.  However,  with  re- 
gard to  the  heirs,  the  time  limits  as  laid  down  in  an  arbitration  agree- 
ment, shall  be  suspended  until  the  termination  of  the  time  limit  for  in- 
ventory and  deliberation. 

As  long  as  the  Tribunal  has  not  taken  a  decision,  the  claimant  can  re- 
voke his  claim,  but  when  there  is  already  an  answer  from  the  side  of  the 
respondent,  it  can  only  be  done  with  the  consent  of  the  respondent.  The 
hearings  being  deemed  sufficient,  will  be  closed  by  the  Chairman  of  the 
Tribunal,  who  will  further  fix  a  session  to  pronounce  the  award  to  be 
taken.  The  Tribunal  will  take  an  award  within  the  time  of  one  month  after 
the  closing  of  the  hearings. 

V.  THE  ARBITRAL  AWARD 

According  to  the  Code  of  Civil  Procedure,  arbitrators  shall  decide  ac- 
cording to  the  rules  of  the  Law,  unless  the  arbitration  agreement  or  the 
arbitration  clause  has  given  to  them  the  competence  to  decide  'ex  aequo 
et  bono'.  The  award  shall  contain:  the  names  and  the  domiciles  of  the 
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parties;  a  conclusion  of  their  mutual  standpoints;  the  motivations  and  the 
decision. 

The  award  shall  be  dated,  mentioning  the  place  where  the  decision  has 
been  taken  and  shall  be  signed  by  all  the  arbitrators.  If  the  minority  re- 
fuses to  sign,  this  shall  be  related  by  the  other  arbitrators,  and  the  award 
shall  have  the  same  effect  as  if  it  was  signed  by  all  of  them.  Within  four- 
teen days  as  for  the  islands  of  Java  and  Madura,  and  within  three  months 
as  for  the  other  places  in  Indonesia,  as  from  the  day  of  the  decision,  the 
minute  of  the  award  shall  be  deposited  by  one  of  the  arbitrators  or  by  an 
attorney  especially  authorized  by  the  arbitrators  or  by  one  of  them,  in  the 
office  of  the  District  Court  in  whose  territory  of  jurisdiction  the  award  has 
been  taken.  The  deed  of  deposit  shall  be  written  at  the  bottom  or  at  the 
side  of  the  deposited  minute,  and  shall  be  signed  by  the  recorder  and  by 
him  who  has  done  the  deposite.  The  arbitrators  shall,  besides  their  award, 
deposit  the  original  deed  of  their  appointment  or  an  authentic  copy 
thereof,  at  the  recorder's  office.  Unlike  judgements  of  the  courts  of 
justice,  arbitral  awards  have  never  been  published  in  Indonesia. 

VI.  REMEDIES 

The  law  in  Indonesia  allows  an  appeal  against  arbitral  awards.  Accor- 
ding to  the  Act  on  the  Supreme  Court  (Act  of  1950),  this  appeal  is  allowed 
in  disputes  of  which  the  subject  matter  has  a  value  of  at  least  25  thousand 
rupiahs.  But  in  practice  the  parties  have  waived  this  right  to  appeal. 
Cassation  is  not  allowed  against  arbitral  awards.  Article  643  of  the  Code 
of  Civil  Procedure  says,  that  in  case  the  arbitral  award  is  not  appealable,  it 
can  be  challenged  as  being  null  and  void,  in  the  following  cases: 

1.  when  the  decision  is  rendered  beyond  the  limits  of  the  arbitration 
agreement; 

2.  when  the  decision  is  given  by  virtue  of  an  agreement  which  is  void  or 
which  has  expired; 

3.  when  the  decision  is  given  by  a  number  of  arbitrators  who  were  not 
competent  to  decide  in  the  absence  of  the  others; 

4.  when  there  has  been  decided  upon  subjects  which  were  not  claimed 
for  or  the  award  has  allowed  more  than  what  was  claimed; 

5.  when  the  award  contains  controversial  dispositions; 

6.  when  the  arbitrators  have  omitted  to  decide  upon  one  or  more  sub- 
jects submitted  to  their  decision; 

7.  when  the  arbitrators  have  infringed  procedural  formalities  to  be 
followed  on  penalty  of  nullity;  but  this  will  be  only  the  case  when  ac- 
cording to  explicit  stipulations  in  the  agreement  the  arbitrators  had 
to  follow  the  normal  court  procedure; 
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8.  when  there  has  been  decided  upon  documents  which  after  the  deci- 
sion had  been  rendered,  are  acknowledged  to  be  false  or  have  been 
declared  to  be  false; 

9.  when,  after  that  the  decision  has  been  rendered,  decisive  documents 
which  had  been  retained  by  one  of  the  parties,  are  recovered; 

10.  when  the  decision  was  based  upon  fraud  or  guile,  committed  during 
the  hearings  and  later  on  discovered. 

From  what  is  said  in  Article  634  of  the  Code  of  Civil  Procedure,  we 
have  to  conclude  that,  whereas  appeal  can  be  waived,  the  right  to 
challenge  a  decision  on  the  ground  of  fraud  of  the  arbitrator(s)  cannot  in 
anyway  be  waived  by  the  parties.  That  right  is  considered  to  be  in  the  do- 
main of  the  public  policy. 

The  claim  for  nullifying  the  award  shall  not  be  admitted,  unless  sub- 
mitted within  the  time  of  six  months,  as  from  the  day  the  award  has  been 
notified  to  the  claimant  at  his  domicile.  However,  in  the  cases  as  men- 
tioned sub  8,  9  and  10,  above,  the  time  limit  of  six  months  shall  not  start 
earlier  than  fi"om  the  day  the  falsity  or  the  guile  have  been  discovered;  un- 
der the  condition  that  in  all  these  cases  only  written  evidence  is  admitted 
as  to  the  exact  date  of  the  discovery.  The  claim  for  nullifying  the  award 
shall  be  done  by  a  summoning,  containing  challenge  against  the  order  of 
execudon  and  shall  be  submitted  to  the  District  Court  of  which  the  Chief 
Judge  has  issued  the  order  for  execudon.  The  District  Court  shall  decide 
on  the  claim  and  the  parties,  if  there  are  reasons  for  it,  and  can  use  the 
same  remedies  against  the  decision,  as  they  are  available  against  normal 
court  decisions. 


VII.  EXECUTION 

According  to  the  Code  of  Civil  Procedure  (article  637),  the  arbitral 
award  shall  be  executed  by  virtue  of  an  order  ("exequatur")  of  the  Chief 
Judge  of  the  District  Court,  which  would  have  been  the  competent  court 
to  deal  with  the  case,  if  there  was  no  arbitration  agreement.  The  order  will 
be  written  down  at  the  minute  of  the  award  and  will  be  copied  when 
issued.  The  Chief  Judge  of  the  District  Court  foresaid  is  not  allowed  to 
evaluate  the  award  on  its  merits.  He  can  only  refuse  the  execution  for 
reasons  that  the  award  has  contravened  the  public  order.  The  arbitral 
award,  bearing  the  order  for  execution  given  by  the  Chief  Judge  of  the 
competent  District  Court,  shall  be  executed  according  to  the  normal  way 
of  an  execution  of  a  court  decision.  The  Court  of  Justice,  of  which  the 
Chief  Judge  has  issued  the  order  for  execution,  shall  hear  all  disputes  in 
connection  with  the  execution  of  the  arbitral  award. 
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According  to  the  Rules  of  Procedure  of  the  Indonesian  National 
Board  of  Arbitration,  there  can  be  fixed  a  time  limit  for  the  loosing  party 
to  abide  by  the  decision  of  the  arbitrators.  When  this  time  limit  has  elaps- 
ed while  the  loosing  party  has  not  abided  by  the  decision,  the  Chairman 
of  the  Board  will  submit  the  award  to  the  Chief  Judge  of  the  competent 
District  Court  demanding  its  execution. 

VIII.  FOREIGN  ARBITRAL  AWARDS 

The  possibility  of  execution  of  an  arbitral  award  in  the  country  of  the 
loosing  party,  is  of  paramount  interest  in  international  arbitration.  The 
Netherlands  as  the  predecessor  of  the  Republic  of  Indonesia  has  been 
member  of  the  1927  Geneva  Convention  on  the  Execution  of  Foreign 
Arbitral  Awards. 

Though  the  Indonesian  Government  has  declared  that  treaties  con- 
cluded by  the  Netherlands  do  not  automatically  pass  to  the  Republic  of 
Indonesia,  but  have  to  be  renewed,  and  notwithstanding  the  fact  that  the 
Republic  of  Indonesia  has  not  yet  acceded  to  the  New  York  Convention  of 
1938,  this  does  not  mean  that  foreign  arbitral  awards  cannot  be  executed 
in  Indonesia.  Indonesia  is  since  1967  member  of  the  socalled  World  Bank 
Convention  which  has  created  the  International  Centre  for  the  Setde- 
ment  of  Investment  Disputes  between  States  and  Nationals  of  other  States, 
having  its  seat  in  Washington  D.C.,  U.S.A.  According  to  the  Republican 
Act  no.  5  of  the  year  1968,  which  is  a  consequence  of  the  foresaid  World 
Bank  Convention,  execution  of  an  award  of  the  International  Centre  re- 
quires a  written  permission  to  enforce  the  award,  from  the  Indonesian 
Supreme  Court,  confirming  that  the  award  is  executable  or  may  be  ex- 
ecuted. The  execution  of  foreign  arbitral  awards  outside  the  World  Bank 
Convention  however,  must  be  obtained  by  a  judgement  of  the  District 
Court  (court  of  first  instance)  in  Indonesia.  The  interested  party  has  to 
base  his  request  on  the  arbitration  agreement  between  him  and  the  Indo- 
nesian party,  while  the  foreign  arbitral  award  has  to  be  submitted  as  an 
authentic  affidavit  to  the  Court.  Ordinary  court  proceedings  will  then 
take  place. 

However,  the  possibility  of  a  direct  execudon  of  the  award  is  always 
open  in  the  line  of  the  comity  among  nations.  The  best  solution  is  of 
course  that  the  Indonesian  Government  takes  steps  to  accession  to  the 
New  York  Convention  of  1958.  Indonesia,  as  member  of  the  United 
Nations,  has  signed  Resolution  31/98  adopting  the  Arbitration  Rules  of 
the  United  Nadons  on  Internadonal  Trade  Law,  known  as  UNCITRAL 
RULES. 
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IX.  BINDING  OPINION 

In  the  absence  of  any  dispute,  both  parties  to  a  contract  can  ask  the 
Indonesian  National  Board  of  Arbitration  (HANI)  for  a  socalled  "binding 
opinion"  regarding  questions  arising  from  the  said  contract.  They  can  ask 
the  Indonesian  National  Board  of  Arbitration  (BAND  for  instance  to  give 
a  binding  opinion  with  regard  to:  the  interpretadon  of  ambiguous  pro- 
visions in  the  contract,  the  formulation  of  new  provisions  or  the  revision 
of  old  provisions,  to  meet  changing  circumstances,  etc.  Once  the  Indo- 
nesian National  Board  of  Arbitration  (BAND  has  given  its  "opinion",  the 
parties  are  bound  to  it  and  whoever  acts  in  contravention  to  it,  will  be 
considered  as  having  committed  a  "breach  of  contract".  The  "binding 
opinion"  is  very  useful  to  prevent  disputes. 
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SOME  BACKGROUNDS  FOR  THE 
FORMULATION  OF  A  CULTURAL 
POLICY  OF  THE  ASIAN  NATIONS 

A.M.W.  PRANARKA 


The  understanding  and  formulation  of  a  nation's  cultural  policy  in 
relation  to  the  strengthening  of  its  cultural  identity  should  be  analyzed  in 
the  context  of  strategy.  We  are  presently  involved  in  a  rapid  and  com- 
prehensive process  of  social  transformation  which  is  taking  place  virtually 
throughout  the  entire  world  and  which  is  profoundly  affecting  nearly  all 
aspects  of  life.  In  this  stage  of  transformation  we  are  involved  in  the  for- 
mative processes  of  three  distinct  socio-cultural  systems,  which  are  evolv- 
ing simultaneously,  each  displaying  its  own  characteristics,  yet  also  inter- 
dependendy  related  to  the  other  two.  These  socio-cultural  systems  are  die 
national  system,  the  regional  system  and  the  global  system.  This  process 
of  transformation  brings  about  uncertainties.  The  fact  of  universal  co- 
evolution,  in  which  economics,  industry,  monetary  systems,  science  and 
technology  are  the  main  elements  of  strength,  gives  rise  to  an  un- 
avoidable necessity  for  the  Asian  countries  to  increase  their  socio-cultural 
development  if  they  do  not  want  to  become  victims  in  the  emerging 
global  system.  The  greater  a  nation's  strength  in  possessing  and  managing 
these  elements,  the  stronger  will  be  its  position  and  role  in  the  creation 
and  structure  of  the  world  system.  On  the  other  hand,  these  elements  are 
also  one  source  of  the  disequilibrium  and  the  uncertaindes  within  the 
present  global  system.  In  these  terms,  Asia  with  few  excepdon  can  not  be 
considered  a  relatively  strong  group  of  countries. 

Withm  this  context  there  are  many  vital  issues  and  problems  that  we 
have  to  face,  such  as  social  change,  industrializadon,  traditional  culture, 
culture  identity  and  national  policy.  However,  it  is  to  be  emphasized  that 
the  essence  of  the  problem  is  how  do  we,  the  nations  and  countries  of 
Asia,  participate  in  the  evolving  process  of  global  transformanon  while 
retaining  not  only  our  national  idendty  but  also  our  national  dignity.  In 
this  context,  the  rediscovei7  of  traditional  culture  can  not  be  interpreted 
in  the  sense  of  "archaism",  i.e.  by  escaping  from  the  hard  facts  of  the  pre- 
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sent  situation  into  the  dreams  of  the  past,  for  the  essential  choice  we  have 
to  face  is  how  to  deal  with  the  "now"  and  the  "future".  On  the  other 
hand,  our  oudook  for  the  future  should  not  induce  us  into  unrealistic  ex- 
pectadons.  Consequently,  we  have  to  be  aware  of  the  fact  that  cultural 
idendty  is  by  no  means  a  static  concept;  it  is  dynamic  and  constantly 
evolving. 

To  face  these  facts  and  problems,  a  cultural  policy  is  both  indivi- 
dually to  be  formulated.  This  is  absolutely  necessary  because,  in  the  final 
analysis,  these  problems  are  cultural  problems.  In  fact  the  world  transfor- 
mation is  fundamentally  a  cultural  transformation.  The  genesis  and  inter- 
acdon  of  the  nadonal  system,  the  regional  system,  and  the  global  system 
are  the  genesis  and  interaction  of  cultural  growth. 

Despite  the  many  approaches  and  definitions  used  in  cultural  studies, 
a  consensus  nonetheless  exists,  especially  since  the  Second  World  War, 
that  the  primary  focus  of  culture  is  mankind.  Man  himself  seems  to  be  the 
main  concern  of  cultural  analysis  and  development.  Culture  is  thus  of  the 
human,  by  the  human  and  for  the  human.  World  history  becomes  essen- 
tially a  cultural  history,  eversince  man  exists  on  Earth.  Man,  the  "homo- 
sapiens",  is  the  cultural  factor  of  world  history;  he  is  the  creator  of 
culture.  Man  is  not  only  the  quantitative  factor,  but,  more  importantly,  he 
is  also  the  qualitadve  factor  in  the  development  of  world  history.  The 
appearance  of  man  on  earth  thus  represented  not  only  the  "homo"- 
nisation  of  the  world  (man  as  a  demographic  factor)  but  also  the 
humanisation  of  the  world  (man  as  a  cultural  factor).  As  man's  civilisation 
advances,  man  shapes  himself  to  become  more  truly  human,  while  in 
developing  his  abilities,  his  creative  energies  and  his  power  of  reason  he 
makes  the  forces  of  the  physical  world  instruments  of  his  development. 
This  process  of  humanisation  is  both  a  task  and  a  responsibility.  The 
failure  to  fulfil  it  will  bring  history  into  a  process  of  de-humanisation  of 
man  as  well  as  of  the  world.  Indeed,  mankind  must  always  inhabit  a  realm 
of  existendal  tension:  between  humanisation  and  de-humanisation. 

Cultural  history,  like  world  history  generally,  is  characterized  by 
dynamism  and  evolution.  In  this  evolution  there  occurs  not  only  a 
process  of  multiplicity  and  complexity  but  also  a  process  of  inter- 
dependence and  consequently  of  synthesis.  In  his  cultural  history,  man  is 
faced  with  the  challenge  of  integrating  these  processes  of  "complexity" 
and  "synthesis".  Consequently  the  laws  that  are  the  essence  of  the  cultural 
process  are  laws  of  "complexification"  and  "centrificadon". 

The  evolution  of  the  national  system,  the  regional  system  and  the 
global  system  reflects  the  existence  of  dynamic  complexities.  However, 
these  complexities  also  reveal  a  dynamic  trend  for  centrification  and  syn- 
thesis. However,  it  is  man  himself  that  remains  the  fundamental  synthesis. 
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Humanism  is  the  cultural  basis,  the  basis  of  existential  choice  of  commit- 
ments and  of  communications  both  within  and  among  the  national 
system,  the  regional  system  and  the  global  system.  Humanism  is  a  basis  of 
existence  of  commitments  and  communications  between  North  and 
South,  and  among  Asian,  American,  European,  African  and  Australian 
nations. 

In  the  context  of  humanism,  the  duty  to  integrate  the  forces  of  com- 
plexity and  synthesis  in  the  resolution  of  existential  choice,  whether 
nationally,  regionally  or  globally,  constitutes  a  crucial  framework  for  for- 
mulating cultural  policies  at  all  national,  regional  and  global  levels.  As 
part  of  this  framework  we  must  construct  an  operational  definition  of 
cultural  policy,  one  that  includes  the  concept  of  national  identity. 

The  present  approach  to  global  problems  seems  frequently  to  ignore 
the  cultural  dimension.  The  approach  applied  at  present  is  basically  an 
economic,  political  and  security  one.  These  approaches  must  be  enriched 
with  a  cultural  approach,  since  culture  represents  the  fundamental  con- 
text within  which  these  other  approaches  must  operate.  Developing  a  new 
international  economic  order  and  creating  a  balance  of  power  to  promote 
international  security  are  essentially  struggles  to  construct  a  cultural 
world  order.  Politics,  economy  and  security  are  elements  of  cultural  life. 

At  the  national  level,  cultural  development  is  essentially  a  problem  of 
aculturation,  that  is,  how  to  strengthen  national  cultural  development 
and  reinforce  national  identity  with  new  elements  in  order  to  meet  the 
challenges  of,  as  well  as  participate  in,  the  comprehensive  transforma- 
tion process.  For  as  a  basis  for  centrification,  national  identity  is  of  course 
susceptible  to  the  influence  of  profound  and  complex  external  processes. 

Regionalism  is  in  fact  an  essential  basis  of  synthesis  as  a  bridge 
(intermediary  centrification)  between  the  national  system  and  the  global 
system.  One  such  example  of  regionalism  operating  in  the  present  world 
is  ASEAN.  There  may  also  be  a  broader  regionalism,  such  as  Pacific 
regionalism,  which  would  link  together  elements  from  Asia,  America  and 
Australia.  One  of  the  problems  to  be  analysed  is  perhaps  to  explore  the 
possibility  of  employing  Asia  as  a  basis  for  regionalism,  in  the  effort  to 
achieve  a  measure  of  synthesis  within  the  complexities  and  inter- 
dependencies  of  the  present  world. 
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OCTOBER  1979 
Internal  Affairs 

A  Limited  Cabinet  Session  on  Economy,  Industrial  and  Financial  Af- 
fairs was  held  on  October  3,  to  discuss  some  issues  on  agriculture,  in- 
flation and  non-oil  export.  The  government  decided  to  raise  the  basic 
purchase  price  of  dry  paddy  from  Rp.  95,00/kg  to  Rp.  105,00/kg. 

The  Minister  of  Trade  and  Cooperatives,  Radius  Praw^iro  said  that: 

(a)  the  rate  of  inflation  during  the  first  semester  of  1979/1980  a- 
mounted  to  14,896,  and  this  fact  revelled  that  the  government  succeeded 
to  curb  the  inflation;  (b)  Indonesia's  non-oil  export  increased  during  the 
first  semester  of  1979  compared  with  that  of  the  same  period  in  1978. 

On  October  4  President  Soeharto  decided  to  form  a  coordinating 
team  for  agrarian  affairs  to  prepare  the  steps  to  be  taken  in  tackling  land 
issues.  The  team  has  to  continue  the  task  to  survey  the  land  issues  es- 
tablished through  the  SKB  (Joint  Ministerial  Decree)  of  the  State  Minister 
for  Economic,  Industrial  and  Financial  Affairs  and  the  State  Minister  for 
Research.  Its  task  is  to  organize  and  prepare  the  materials  for  the  for- 
mulation of  the  government's  policy  of  agrarian  affairs  according  to  the 
existing  regulations  of  the  law. 

A  meeting  of  Golkar  leaders  was  held  in  Jakarta  on  October  1 8  —  20 
to  hold  discussions  on:  (a)  organizational  matters,  especially  on  the  im- 
plementation of  the  program  as  the  follow  up  of  Munas  II  (the  Second 
National  Convention)  for  the  preparation  of  the  1982  General  Election; 

(b)  the  statement  made  by  the  Defence  Minister/the  Armed  Forces'  Com- 
mander in  Chief,  of  the  impartiality  of  the  armed  forces  with  regard  to  all 
groups/parties  in  Indonesia;  (c)  the  political  statement  and  estimate  of 
the  situation  in  Indonesia  and  memorandum  to  be  submitted  to  the 
government.  Golkar's  political  statement  on  October  21  stated  among 
other  things  that  Golkar  is  determined  to  step  up  its  role  in  the  in- 
stitutional representation  at  all  levels  and  encore  participation  of  the  peo- 
ple through  socio-political  institutions  should  not  always  be  interpreted 
as  a  direct  support  to  the  government. 
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An  All  Indonesian  Technical  Working  Conference  of  Governors  was 
held  in  Jakarta  on  October  23-25,  to  discuss  agrarian  affairs  in  the  con- 
text of  land  supply  for  development,  the  sinchronization  of  agrarian  bas- 
ed activides  and  that  of  forestry,  mining,  transmigration  and  public  works 
and  the  policy  on  the  right  to  dispose  of  land  formerly  owned  by 
Europeans,  the  implementation  of  the  presidendal  decision  No.  14/1979, 
BUUD/KUD  (Village  Cooperative  Unit)  and  biotic  environment,  die  for- 
muladon  of  the  patterns  and  mechanisms  of  solving  land  issues  on  a 
nauonal  scale.  The  Minister  for  Internal  Affairs  said  diat  all  govern- 
ment's apparatuses  should  be  alert  and  sensitive  with  regard  to  cases  of 
land  issues  for  those  cases  may  be  misused  by  certain  individuals  for  the 
individual/group's  interest.  The  governors  should  make  efforts  as  to 
secure  that  the  people  will  not  be  deprived  of  their  livelihood  and  homes 
if  their  land  is  used  for  development  purposes. 

The  Fourth  Seminar  of  Migas  (Oil  and  Gas  Company)  Leaders  was 
held  in  Jakarta  on  October  29-30.  The  Seminar  concluded  among  other 
things  that:  (a)  energy  crisis  is  estimated  to  occur  after  the  next  ten  years; 
(b)  the  crisis  will  have  its  advantages  and  disadvantages  with  regard  to 
Indonesia.  The  main  causes  of  the  energy  crisis  are:  (a)  that  oil  is  a 
depletable  natural  resource;  (b)  that  there  is  no  conformity  of  acdon 
among  consumer  countries. 


Intemadonal  Reladons 

Following  the  fifth  session  of  the  Indonesian-Philippine  Border 
Committee  on  October  11-12,  Indonesia  and  die  Philippines  signed  an 
agreement  .on  cooperadon  of  SAR  (Search  and  Rescue). 

On  October  15—17  Indonesia  and  Papua  New  Guinea  held  a  meedng 
on  common  borders  in  Port  Moresby.  On  October  16  both  sides  signed 
the  draft  Basic  Agreement  which  was  later  on  ratified  on  December  1979. 
The  agreement  stated  among  other  things  that:  (a)  the  tradidonal  rights 
of  the  people  of  both  countries  living  in  the  bordering  regions  is  retained; 
(b)  a  border  committee  should  be  formed  to  ensure  the  efficacy  and  im- 
plementadon  of  the  agreement. 

The  Dutch  Minister  of  Finance  visited  Indonesia  on  October  21-28, 
to  have  discussions  on  financial  and  economic  reladons  between  both 
countries,  internadonal  monetary  affairs  and  the  role  of  the  World  Bank 
in  extending  aid  to  developing  countries  including  Indonesia.  The  Dutch 
Minister  expected  deeply  that  the  Dutch  aid  would  be  extended  to  the 
poor.  A  joint  committee  of  IGGI  for  the  arrangement  of  aid  to  donee 
countries  will  soon  be  formed. 

The  Rumanian  Vice  Prime  Minister  stayed  in  Indonesia  on  October 


90 


CHRONICLES 


20—26,  to  discuss  trade  and  economic  relations  between  both  countries 
and  some  regional  issues.  Indonesia  and  Rumania  reached  a  common 
consensus:  (a)  to  make  a  feasibility  study  on  the  implementation  of  min- 
ing, industrial  and  agricultural  projects  etc.  which  will  mutually  benefit 
both  countries;  (b)  to  take  concrete  steps  in  promoting  trade  based  on 
the  principle  of  mutual  benefit. 

New  Zealand's  Vice  Prime  Minister/Foreign  Minister  visited  Indo- 
nesia on  October  20—27,  to  strengthen  bilateral  ties  and  step  up  trade  and 
economic  relations.  He  said  that:  (a)  Indonesia  and  New  Zealand  came  to 
an  agreement  to  intensify  mutual  visits  of  their  respective  civil  officers, 
private  officers,  youth,  scholars,  farmers  and  entrepreneurs;  (b)  his  coun- 
try recognizes  East  Timor  as  part  of  Indonesia's  territory;  (c)  the  people 
of  New  Zealand  are  oriented  towards  ASEAN. 

CSIS  together  with  IFES  (Institute  for  Far  Eastern  Studies)  and 
Kyungnam  University  (South  Korea)  held  the  First  Indonesian  —  Korean 
Conference  in  Jakarta  on  October  24—25,  to  exchange  views  on  issues  of 
common  interest  and  to  strengthen  and  widen  the  foundation  of 
cooperative  relationships. 


NOVEMBER  1979 


Internal  Affairs 

A  Limited  Cabinet  Session  on  Economic,  Industrial  and  Financial  Af- 
fairs was  held  in  Jakarta  on  November  7,  to  discuss  the  rate  of  inflation, 
credits  for  the  weak  economic  group  and  the  steps  to  be  taken  to  reha- 
bilitate the  West  Java  area  which  was  recently  destroyed  by  an  earth- 
quake. President  Soeharto  gave  instructions  to  government  banks  to  real- 
ly extend  requested  credits  to  the  weak  entrepreneurs.  It  was  also  reported 
at  the  session  that  the  rate  of  inflation  in  September  and  October  has  only 
reached  0,7496  and  0,8996  respectively. 


International  Relations 

President  Soeharto  stayed  in  Great  Britain  on  November  13—16,  in 
Ceylon  on  November  17—19,  and  in  Bangladesh  on  November  19—21,  to 
hold  talks  with  leaders  of  the  above  mentioned  countries  on  promoting 
cooperation.  While  in  Great  Britain,  President  Soeharto  and  Prime 
Minister  Thatcher  discussed  issues  on  ASEAN  -  EEC  relations,  on  South- 
east Asia,  Campuchea  and  Indochinese  refugees  in  particular,  and  world 
economic  situation.  Indonesia  approved  the  country's  efforts  to  give 
Brunei  its  independence  in  1983.  On  the  other  hand  Great  Britain  ap- 
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praised  highly  Indonesia's  role  and  position  in  ASEAN  and  will  give  its 
support  to  solidify  ASEAN-EEC  relationship.  Meanwhile  Indonesia  and 
Ceylon  have  agreed  on:  (a)  promoting  cooperation  in  the  field  of  tea, 
rubber  and  coconut  industries;  (b)  continuing  their  support  to  the  arms 
limitation  agreement,  especially  nuclear  weapons.  As  regards  Bangla- 
desh, Indonesia  agreed  on  the  continuation  of  cooperation  in  explorating 
oil  and  gas. 


DECEMBER  1979 


Internal  Affairs 

A  Limited  Cabinet  Session  on  Economic,  Industrial  and  Financial  Af- 
fairs stated  on  December  5,  that:  (1)  the  inflation  growth  rate  stood  at 
0,57%  in  November;  (2)  non-oil  export  has  increased  due  to  the  success 
of  the  November  15  1978  policy,  notwithstanding  the  fact  that  the  policy 
should  be  viewed  from  a  long-term  perspective;  (3)  foreign  exchange 
reserve  up  to  November  1979  amounted  to  US$  4,1  billion  due  to  export 
increase. 

On  December  6,  Minister  for  Mining  and  Energy,  Professor  Subroto 
and  Vice  Chairman  of  the  National  Planning  Board,  J.B.  Sumarlin 
reported  to  the  President  on  the  campaign  program  to  save  energy. 

Minister  Subroto  said  that:  (1)  the  campaign  for  die  conservation  of 
energy  will  soon  be  held  through  TV,  radio  broadcast,  advertisement, 
pamphlets  etc.  to  make  the  people  realize  of  the  need  to  save  energy.  The 
campaign  will  be  held  continuously;  (2)  oil  consumption  in  1979  has 
reached  20,4  million  kilolitres  (an  increase  of  14,796  compared  with  that 
of  1978);  (3)  efforts  will  be  made  to  limit  the  increase  of  oil  consumption 
to  12,2%  as  to  become  22,9  million  kilolitres. 

The  Plenary  Cabinet  Session  on  December  27  estimated  that:  (1)  the 
November  15  policy  has  increased  non-oil  exports  and  foreign  exchange 
reserves;  (2)  by  and  large,  Indonesia  will  have  a  more  solid  economic  and 
financial  base  by  the  beginning  of  the  second  year  of  Pelita  III  (Third  Five 
Year  Development  Plan)  than  in  the  first  year  of  Peliu  III.  The  session 
decided  that  the  14th  month  salaries  of  1979  will  be  given  to  all  civil  ser- 
vants and  the  armed  forces  and  one  month  extra  allowance  will  be 
granted  to  pension  holders. 
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